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OFFICERS,  1912-1913 


(Officers  of  the  19 13  Convention.) 

President  : 
J.  H.  NEAL, 

General  Auditor,  Boston  Elevated  Railway  Co., 
boston,  mass. 

First  Vice-President:    • 
M.  W.  GLOVER, 
Secretary  and  Auditor,  ^Mobile  Light  &  Railroad  Co., 

mobile,   ALA. 

Second  Vice-President  : 
G.  W.  KALWEIT, 

Auditor,  The  Milwaukee  Electric  Railway  &  Light  Co., 
milwaukee,  wis. 

Third  .Vice-President: 

F.  B.  LASHER, 

Auditor,  Republic  Railway  &  Light  Co. 

new  YORK,   n.   y. 

Secretary-Treasurer : 
M.  R.  BOYLAN, 

General  Auditor,  Public  Service  Railway  Co., 

NEWARK,   N.   J. 


EXECUTIVE  COMMITTEE: 

THE    OFFICERS    AND 

F.   E.   Wilkin,   General   Auditor,   Des   Moines   City   Railway   Co., 

Des  Moines,  Iowa. 
George  G.  Whitney,  Chief  Clerk,  Washington  Railway  &  Electric 

Co.,  Washington,  D.  C. 

Thomas  P.  Kilfoyle,  Auditor,  The  Cleveland  Railway  Co., 

Cleveland,   Ohio. 
Robert  J.  Clark,  Comptroller,  Kansas  City  Railway  &  Light  Co., 

Kansas   City,   Mo. 
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OFFICERS,  1913-1914 


(Elected  at  the  1913  Convention.) 

President  : 
M.  W.  GLOVER, 

Secretary  and  Auditor,  Mobile  Light  &  Railroad  Co., 
mobile,  ala. 

First  Vice-President  : 
T.  P.  KILFOYLE, 

Auditor,   The  Cleveland  Railway   Co., 
cleveland,  ohio. 

Second  Vice-President  : 
A.  H.  KAYSER, 

General  Auditor,  San  Diego  Electric  Railway  Co., 
san  diego,  cal. 

Third  Vice-President: 
C.  S.  MITCHELL, 

Controller,  Pittsburgh  Railways  Co., 
pittsburgh,  pa. 

Secretary-Treasurer : 

M.  R.  BOYLAN, 

General  Auditor,  Public  Service  Railway  Co., 

NEWARK,  N.  J. 


EXECUTIVE  COMMITTEE: 

THE    OFFICERS     AND 

W.  G.  Nicholson,  Auditor,  Omaha  &  Council  BlulTs  Street  Rail- 
way Co.,  Omaha,  Neb. 
Walter  Shroyer,  Auditor,  Union  Traction  Company  of  Indiana, 

Anderson,  Ind. 
H.   D.  ViCKERS,  Auditor,  Roanoke  Railway  &  Electric  Co., 

Roanoke,  Va. 
Herbert    A.    Gidney,    Auditor,    Barre    &    Montpelier    Traction    & 

Power  Co.,  Boston,  Mass. 
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COMMITTEES,  1912-1913 


COMMITTEE        ON       A       STANDARD 
CLASSIFICATION   OF  ACCOUNTS 

H.  L.  Wilson,  Chairman,  Treasurer,  Bos- 
ton Elevated  Railway  Co.,  Boston, 
Mass. 

W.  F.  Ham,  Vice-President  and  Comptroller, 
Washington  Railway  &  Electric  Co., 
Washington,  D.  C. 

W.  B.  Brockw.-\y,  with  Ford,  Bacon  & 
Davis,  New  York,  N.  Y. 

W.  H.  FoRSE,  Jr.,  Secretary  and  Treasurer, 
Union  Traction  Company,  of  Indiana. 
Anderson,  Ind. 

F.  E.  Smith,  Comptroller,  Chicago  Railways 
Co.,  Chicago,  111. 


COMMITTEE  ON  INTERLINE 

ACCOUNTING 

L.  T.  HixsoN,  Chairman,  Auditor,  Terre 
Haute,  Indianapolis  &  Eastern  Trac- 
tion Co.,  Indianapolis,  Ind. 

Irwin  Fullerton,  Auditor,  Detroit  United 
Railway,  Detroit,  Mich. 

E.  L.  ScHMOCK,  Assistant  Secretary,  The 
Cleveland,  Painesville  &  Eastern 
Railroad  Co.,  Willoughby,  Ohio. 


COMMITTEE    ON    DESTRUCTION    OF 
RECORDS 

H.    S.    Swift,    Chairman,    Secretary    and 

Auditor,    Toledo    Railways     &    Light 

Co.,  Toledo,  Ohio. 
J.    G.    McKee,    Auditor,    Chicago,    South 

Bend     &    Northern   Indiana    Railway 

Co.,  Lafayette,  Ind. 
H.  E.  VoRDERMARK,  Auditor,  Fort  Wayne 

&    Northern    Indiana    Traction    Co., 

Fort  Wayne,  Ind. 


SPECIAL  COMMITTEE  FOR  THE 
STUDY  OF  THE  BEST  METHODS 
OF  COLLECTING  AND  ACCOUNT- 
ING FOR  VARIABLE  RATES  OF 
FARE 

acting  with 

COMMITTEE  ON  COST  OF  PAS- 
SENGER TRANSPORTATION  SER- 
VICE 

M.  R.  BOYLAN,  Chairman,  General  Auditor, 
Public  Service  Railway  Co.,  Newark, 
N.J. 

C.  H.  Allen,  with  Stone  &  Webster,  Bos- 
ton, Mass. 

W.  B.  Brockway,  with  Ford,  Bacon  & 
Davis,  New  York,  N.  Y. 

R.  J.  Clark,  Comptroller,  Kansas  City  Rail- 
way &  Light  Co.,  Kansas  City,  Mo. 


COMMITTEE  ON  OVERHEAD 
CHARGES 

P.  S.  Young,  Chairman,  Comptroller,  Pub- 
lic Service  Railway  Co.,  Newark,  N.  J. 

Edwin  Gruhl,  Assistant  to  the  President, 
Milwaukee  Electric  Railway  &  Light 
Co.,  Milwaukee,  Wis. 

A.  L.  Linn,  Jr.,  Harrison  Williams,  New 
York,  N.  Y. 

SPECIAL    COMMITTEE    ON    PREPAY- 
MENT CAR  OPERATION 
acting  with 

THE  COMMITTEE  ON  FARES  AND 
TRANSFERS  OF  THE  TRANSPOR- 
TATION AND  TRAFFIC  ASSOCIA- 
TION 

M.  R.  BoYLAN,  Co-Ch.\irm.\n,  General 
Auditor,  Public  Service  Railway  Co., 
Newark,  N.  J. 

C.  N.  HuGGlNS,  Treasurer  and  Assistant 
Secretary,  Portland  Railway,  Light  & 
Power  Co.,  Portland,  Ore. 

COMMITTEE  ON  EDUCATION 

F.  J.  Pryor,  Jr.,  Chairman,  Comptroller, 
The  American  Railways  Co.,  Phila- 
delphia, Pa. 

F.  B.  Lasher,  Harrison  Williams,  New 
York,  N.  Y. 

J.  H.  Neal,  General  Auditor,  Boston  Ele- 
vated Railway  Co.,  Boston,  Mass. 

W.  H.  Forse,  Jr.,  Secretary  and  Treasurer, 
Un'on  Traction  Company,  of  Indiana, 
Anderson,  Ind. 

N.  E.  Stubbs,  Auditor,  United  Railways 
&  Electric  Co.,  Baltimore,  Md. 

COMMITTEE  TO  REPRESENT  AS- 
SOCIATION AT  CONVENTION  OF 
RAILROAD  COMMISSIONERS 

W.  F.  H.\m,  Ch.airman,  Vice-President  and 
Comptroller ,  Washington  Railway  & 
Electric  Co.,  Washington,  D    C. 

C.  N.  Duffy,  Vice-President,  The  Mil- 
waukee Electric  Railway  &  Light  Co,, 
Milwaukee,  Wii. 

C.  L.  S.  Tingley,  Second  Vice-President, 
American  Railway  Co.,  Philadelphia, 
Pa. 


COMMITTEE  CO-OPERATING  WITH 
THE  U.  S.  BUREAU  OF  THE 
CENSUS 

A.    L.    Linn,    Jr.,    Chairman,    Harrison 

Williams,  New  York,  N.  Y. 
W.  H.  Forse,  Jr.,  Secretary  and  Treasurer, 

Union  Traction  Company,  of  Indiana, 

Anderson,  Ind. 
M.    R.    Boylan,    General    Auditor,    Public 

Service   Railway   Co.,    Newark,    N.   J. 
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JOINT   COMMITTEES 
ACCOUNTANTS'  AND  ENGINEERING  ASSOCIATIONS 


COMMITTEE   ON   ENGINEERING   AC- 
COUNTING 

Accountants 

F.  B.  Lasher,  Co-Chairman,  Harrison 
Williams,  New  York,  N.  Y. 

J.  A.  McGowan,  Secretary  and  Treasurer, 
Terre  Haute,  Indianapolis  &  Eastern 
Traction  Co.,  Indianapolis,  Ind. 

J.  M.  Joel,  Auditor,  New  York  State  Rail- 
ways, Utica,  N.  Y. 

J.  C.  Collins,  Secretary,  New  York  State 
Railways,  Rochester,  N.  Y. 

M.  W.  Glover,  Secretary  and  Auditor, 
Mobile  Light  &  Railroad  Co.,  Mobile, 
Ala. 

Engineers 

J.  H.  Hanna,  Co-Ch.airman,  Chief  Engi- 
neer, Capital  Traction  Co.,  Wash- 
ington, D.  C. 

H.  H.  Adams,  Superintendent  of  Equipment , 
Chicago    Railways    Co.,    Chicago,    111. 

E.  O.  Ackerman,  Engineer  Maintenajtce 
of  Way,  Columbus  Railway  &  Light 
Co.,  Columbus,  Ohio. 

John  Sibb.ald,  Master  Mechanic,  Fonda, 
Johnstown  &  Gloversville  Railroad, 
Gloversville,  N.  Y. 


Geo.  Weston,  Member  of  and  Engineer  for, 
Board  .  of  Supervising  Engineers, 
Chicago,  111. 


COMMITTEE    ON   LIFE    OF  RAILWAY 
PHYSICAL  PROPERTY 

Accountants 

R.  N.  W.ALLis,  Co-Chairm.an,  Treasurer, 
Fitchburg  &  Leominster  Street  Rail- 
way  Co.,   Fitchburg,    Mass. 

A.  R.  Patterson,  General  Auditor,  Stone 
&  Webster,  Boston,   Mass. 

H.  E.  Weeks,  Secretary  and  Treasurer, 
Tri-City  Railway  &  Light  Co.,  Daven- 
port, la. 

Engineers 

Martin  Schreiber,  Co-Chairman,  Engi- 
neer Maintenance  of  Way,  Public 
Service  Railway  Co.,  Newark,  N.  J. 

R.  B.  RiFENBERiCK,  Consulting  Engineer, 
Detroit  United  Railway,  Detroit,  Mich. 

Edwin  Gruhl,  Assistant  to  the  President, 
The  Milwaukee  Electric  Railway  & 
Light  Co.,  Milwaukee,  Wis. 


ACCOUNTANTS'  AND  TRANSPORTATION  AND  TRAFFIC 
ASSOCIATIONS 


CDMMITTEE       ON       EXPRESS       AND 
FREIGHT  ACCOUNTING 

Accountants 

Walter  Shroyer,  Co-Chairman,  Auditor, 
Union  Traction  Company,  of  Indiana, 
Anderson,  Ind. 

E.  L.  Kasemeier,  Auditor,  The  Ohio  Elec- 
tric Railway  Co.,  Springfield,  Ohio. 

H.  H.  Read,  General  Auditor,  Bay  State 
Street  Railway  Co.,  Boston,  Mass. 


Transportation 

J.  K.  Choate,  Co-Chairman,  Vice-Presi- 
dent, J.  G.  White  Management  Cor- 
poration, New  York,  N.  Y. 

G.  H.  Harris,  Maniger  of  Railway  Depart- 
ment, Birmingham  Railway,  Light  & 
Power  Co.,  Birmingham,  Ala. 

E.  C.  Spring,  Assistant  to  President,  Lehigh 
Valley  Transit  Co.,  Lansdale,  Pa. 


COMMITTEE   ON    STATISTICAL   UNIT 
FOR  CAR  OPERATION 

Accountants 

C.  H.  L.-vhr,  Co-Chairman,  Auditor,  North- 
ern Ohio  Traction  &  Light  Co.,  Akron, 
Ohio. 

E.  L.  K.ASEMEIER,  Auditor,  Ohio  Electric 
Railway  Co.,  Springfield,  Ohio. 

C.  S.  Mitchell,  Auditor,  Pittsburgh  Rail- 
ways  Co.,   Pittsburgh,   Pa. 

A.  L.  Dewey,  Auditor,  Chicago  City  Rail- 
way Co.,  Chicago,  111. 

Transportation 
C.  B.   Buchanan,  Co-Chairman,   General 

Manager,   Virginia   Railway    &   Power 

Co.,  Richmond,  Va. 
Nath.^n   H.   D.^niels,  Jr.,  with  Stone  & 

Webster      Management      Association, 

Boston,  Mass. 
J.  A.  Emery,  with  Ford,  Bacon  &  Davis, 

New  York,  N.  Y. 
W.  J.  Harvie,  General  Manager,  Frederick 

&  Hagerstown   Railroad   Co.,   Hagers- 

town,  Md. 


CONVENTION  PROGRAM 


(Atlantic  City,  N.  J.,  October  13,  14,  15,  16  and  17,  1913.) 

MEETING  ROOMS 

All   Regular   Sessions   in   Accountants'   Hall. 

Joint  Sessions  with  Engineering-  Association  in  Engineers'  Hall,  and 
with  Transportation  and  Traffic  Association  in  the  Greek  Temple. 

Monday,  October  13^/2  —  2.00  p.  m.  to  5.00  p.  m. 

Registration  and  Distribution  of  Badges  at  Booth,  Entrance  to  Young's 
Million  Dollar  Pier. 

Tuesday,   October  iJ[th  —  9.30  a.  m.  to  12.30  p.  m. 

Convention  Called  to  Order. 
Annual  Address  of  President. 
Annual  Report  of  Executive  Committee. 
Annual  Report  of   Secretary-Treasurer. 

Reports  of  Committees  : 

(a)  Education. 

(b)  Destruction  of  Records. 

(c)  Standard  Classitication  of  Accounts. 

(d)  To   Represent    Association    at    Convention    of   Railway    Com- 

missioners. 

Discussion  of  Income  Tax  Law. 

Paper  "A  Unit  Cost  Work  Order  System "  by  Mr.  G.  W.  Kalweit, 
Auditor,  The  Milwaukee  Electric  Railway  &  Light  Co.,  Milwaukee, 
Wis. 

Appointment  of  Committees : 

(a)  Resolutions. 

(b)  Nominating. 
New  Business. 
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Tuesday,   October  iJ^tJi  —  i.oo  p.   m. 
"  Get  Together  "   Luncheon,  Marlborough-Blenheim  Hotel. 

Wednesday,  October  i^th  —  9.30  a.  m.  to  12.30  p.  m. 
(Joint   Session  with  the  Transportation   and  Traffic   Association.) 

Reports  of   Committees: 

(a)  Fares  and  Transfers,  including   Prepayment   Car   Operation. 

(b)  Express  and  Freight  Traffic. 

(c)  Express  and  Freight  Accounting. 

(d)  A  statistical  Unit  for  Car  Operation. 

Address,  "  Statistical  Units  Used  in  Analysis  of  Electric  Railway 
Accounts  "  by  Mr.  J.  A.  Emery,  with  Ford,  Bacon  &  Davis,  New 
York,  N.  Y. 

Thursday,  October  16th  —  9.30  a.  m.  to  12.30  p.  m. 

(Joint  Session  with  Engineering  Association.) 

Report  of  Joint  Committees  : 

(a)   Engineering  Accounting. 

Address,  "Engineering  Accounting"  by  Mr.  J.  Vipond  Davies,  Chief 
Engineer,   Hudson  &  Manhattan   Railroad   Co.,   New  York, 

N.  Y. 

Reports  of  Committees  —  Continued  : 

(a)    Life  of   Railway  Physical   Property. 

Address,  "  Life  of  Railway  Physical  Property  "  by  Mr.  William  Mc- 
Clellan,  formerly  Electrical  Engineer,  Public  Service  Commission, 
First  District  of  New  York,  New  York,  N.  Y. 

Friday,  October  lyth  —  9.30  A.  m.  to  12.30  p.  m. 

Reports  of  Committees : 

(a)  Co-operating  with  the  LTnited   States   Bureau   of   the   Census. 

(b)  Interline  Accounting. 

Paper,  "Accounting  Department  Conferences  "  by  Mr.  F.  B.  Lasher, 
Auditor,  Republic  Railway  &  Light  Co.,  New  York,  N.  Y. 

Reports  of   Committees  —  Continued  : 

(a)  Overhead  Charges. 

(b)  Best    Methods    of    Collecting    and    Accounting    for    Variable 

Rates  of  Fare. 


Convention  Program  ii 

Address,  "Factors  Affecting  the  Cost  of  Passenger  Service"  by  Mr. 
Edwin  Gruhl,  Assistant  to  the  President,  The  Milwaukee  Electric 
Railway  &  Light  Co.,   Milwaukee  Wis. 

Paper  —  "Sinking  Funds"  by  W.  H.  Forse,  Jr.,  Secretary-Treasurer, 

Union  Traction  Company  of  Indiana,  Anderson,  Ind. 
Report  of  Committee  on  Resolutions. 
Report  of  Committee  on  Nominations. 
Election  of  Officers. 
Installation  of  Officers. 
Adjournment. 


MINUTES 


OF    THE 


1913  CONVENTION 


TUESDAY   SESSION 

October  14,  1913 

The  seventeenth  annual  meeting  was  called  to  order  at  9.30 
A.  M.  in  Accountants'  Hall,  Young's  Million  Dollar  Pier,  -with 
First  Vice-President  Glover  in  the  Chair. 

Vice-President  Glover: — I  regret  that  our  honored 
President,  Mr.  J.  H.  Neal,  is  unable  to  be  present,  and  all  who 
know  him  realize  what  a  great  loss  it  is  to  the  Convention. 

The  first  order  of  business  is  the  address  of  the  President, 
and  I  will  ask  the  Secretary  to  read  the  message  which  Mr. 
Neal  has  sent. 

ADDRESS    OF   THE    PRESIDENT 

It  was  my  misfortune  to  be  unable  to  be  present  at  the  last  Con- 
vention. Therefore,  it  becomes  my  first  duty  to  express  to  you,  now 
at  the  close  of  my  term,  my  sincere  thanks  for  the  honor  which  you 
conferred  upon  me  a  year  ago  by  electing  me  your  President.  Be- 
cause of  the  importance  of  the  work  performed  by  our  Association 
and  because  of  the  personal  regard  indicated  by  your  action,  justifi- 
able pride  is  mingled  with  this  formal  expression  of  my  thanks. 

In  this,  our  seventeenth  Convention,  as  you  will  presently  learn 
from  the  report  of  the  Committee  on  a  Standard  Classification  of 
Accounts,  we  have  practically  reached  a  goal  for  which  we  started  at 
the  very  first  Convention  held  by  this  Association.  Ten  long  years 
of  arduous,  painstaking  work  was  performed  by  our  committee  before 
government  regulation  became  a  pronounced  policy  and  the  Interstate 
Commerce  Commission  began  its  conferences  with  us,  and  now  after 
seven  years  of  further  effort,  a  system  of  electric  railway  accounting 


Editor's  Note. — A  complete  list  of  the  names  of  those  who  took  part  in  the  dis- 
cussions at  this  Co-ivention,  with  their  official  titles,  etc  ,  will  be  found  on  the  page 
following  the  conclusion  of  the  minutes  of  the  last  session. 
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has  been  devised,  which  is  not  only  a  complete  exposition  of  the 
fundamental  principles  involved,  but  is  a  well  indexed,  thorough 
reference  guide  of  minute  details.  (This  will  later  be  referred  to 
members   for  criticism  before  being  promulgated.) 

More  than  ever  before  in  the  history  of  railroading  is  such  a  posi- 
tion in  accounting  as  we  have  attained  desirable.  Increasing  regula- 
tion, the  demonstration  of  proper  rates  of  fare  and  the  settlement  of 
labor  problems  necessarily  bring  accounts  more  into  prominence  and 
the  benefits   derived   from  comparisons  are  invaluable. 

Then  again,  there  is  another  feature.  In  all  modern,  big  business, 
it  is  gradually  becoming  a  maxim  "  that  a  business  is  no  better  than 
its  accounting  department."  This  is  because  large  employers  of  labor 
cannot  come  into  intimate  contact  with  their  employes  nor  with  the 
details  of  the  business,  but  are  obliged  to  form  their  opinions  and 
base  their  operations  upon  statistical  and  financial  statements.  We 
accountants  of  to-day  must,  therefore,  keep  in  close  touch  with  the 
various  departments  so  that  the  scheme  of  accounting,  without  unnec- 
essary duplication,  lends  itself  readily  to  studies  of  efficiency.  We 
have  gained  much  in  this  respect,  I  believe,  by  our  joint  meetings 
with  the  Engineering  and  Transportation  and  Traffic  Associations,  and 
the  joint  committees  have  done  valuable  work.  I  hope  there  will 
continue  to  be  close  co-operation  between  us,  as  otherwise  auxiliary 
records  are  apt  to  spring  up  everywhere  at  additional  cost  and  risk 
of  confusion. 

Just  as  we  have  gained  inch  by  inch  in  standardizing  our  account- 
ing system,  so  we  hope  in  the  course  of  time,  through  the  reports  and 
efforts  of  our  Committee  on  the  Life  of  Railway  Physical  Property 
to  master  the  intricacies  of  valuation  and  depreciation,  or  at  least  to 
simplify  and  adopt  some  general   scheme. 

No  doubt  it  will  take  many  years  to  gradually  collect  the  necessary 
data  but  there  is  a  growing  demand  on  the  part  of  the  public  and 
stockholders  alike  for  exact  information  on  this  subject  and  this 
demand  we  must  meet. 

So  many  in  number  are  the  working  committees  of  our  association 
and  so  important  are  their  reports  that  adequate  mention  cannot  be 
made  of  them  all  in  these  brief  remarks  but  I  take  this  occasion  to 
warmly  thank  each  and  every  one  for  the  hard  and  conscientious 
work  which  they  have  contributed.  Their  reward  I  know  will  be  the 
feeling  of  satisfaction  with  results  in  having  participated  in  the  crea- 
tion of  what  is  not  only  a  working  tool  of  business  but  which  is  in 
reality  a  code  of  justice  beneficial  to  the  puljlic,  our  stockholders  and 
our  employes  alike. 

Vice-President  Glover  : —  Gentlemen,  you  have  heard  the 
very  interesting  Address  of  the  President.  What  disposition 
shall  be  made  of  it? 
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A  motion  was  made  and  seconded  that  the  address  of  the 
President  be  received  and  filed.     (Motion  carried.) 

Vice-President  Glover: — The  next  order  of  business  is 
the  report  of  the  Executive  Committee. 

ANNUAL  REPORT  OF  THE  EXECUTIVE  COMMITTEE 

To  the  American  Electric  Railway  Accountants'  Association: 

Gentlemen  : —  Your  Committee  submits  its  report  as  follows : 
Meeting  held  in  Room  No.  717,  Engineering  Societies'  Building,  29 
West  39th  Street,  New  York,  10  a.  m.,  Thursday,  January  30,  1913, 
with  President  Neal  in  the  Chair. 

There  were  present  Messrs.  J.  H.  Neal,  M.  W.  Glover,  G.  W.  Kal- 
weit,  F.  B.  Lasher,  G.  G.  Whitney,  T.  P.  Kilfoyle. 

On  motion  of  Mr.  Whitney,  the  reading  of  minutes  of  last  meeting 
were  dispensed  with 

On  motion  of  Mr.  Glover  it  was  moved  that  Mr.  Whitney  be  ap- 
pointed  Secretary  pro   tern. 

Chairman  appointed  Mr.  M.  W.  Glover  on  the  Joint  Committee  on 
Engineering  Accounting,  vice  Mr.  H.  M.  Grafton,  resigned. 

Chairman  appointed  Mr.  Joseph  A.  McGowan,  Treasurer  and  Sec- 
retary, Terre  Haute,  Indianapolis  &  Eastern  Traction  Co.,  a  member 
of  the  Joint  Committee  on  Engineering  Accounting,  vce  Mr.  C.  E. 
Thompson,  resigned. 

Chairman  appointed  Mr.  Herbert  H.  Read,  General  Auditor,  Bay 
State  Street  Railway  Co.,  member  of  the  Joint  Committee  on  Express 
and  Freight  Accounting,  vice  Mr.  J.  C.  Collins,  resigned. 

Chairman  appointed  Mr.  Walter  Shroyer,  of  the  same  Committee, 
as  Co-Chairman,  which  place  Mr.   Collins  filled. 

Chairman  appointed  Mr.  P.  S.  Young,  Comptroller,  Public  Service 
Railway  Co.,  as  Chairman  of  Committee  on  Overhead  Charges,  with 
the  following  members  :  Mr.  B.  E.  Bramble,  General  Auditor,  Illinois 
Traction  Co.,  the  third  member  to  be  selected  later. 

The  subjects  for  the  next  Convention  were  then  discussed.  The 
following  subjects  were  decided  on  and  assigned  as   follows: 

To  Mr.   F.   B.   Lasher,   "Accounting  Department   Conferences." 

To   Mr.   G.   W.   Kalweit,   "A  Unit   Cost  Work  Order   System." 

To  Mr.  W.  H.  Forse,  Jr.,  "  Sinking  Funds." 

Mr.  Lasher  brought  up  the  question  of  the  "Get-Together"  Luncheon 
which  had  been  a  feature  of  the  previous  Conventions,  having  been 
omitted  last  year.  After  location  for  the  1913  Convention  has  been 
determined,  the  "  Get-Together  "  Luncheon  will  be  voted  on  by  mail. 
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The   following   new   members    (individual)    have  been   admitted   by 

action  of  the  Executive  Committee   (October  i  to  January  29,  1913)  : 

Beihoff,  Louis,  Clerk,  The  Milwaukee  Electric  Railway  &  Light  Co., ' 
Milwaukee,  Wis. 

Cameron,  H.  W.,  Auditor,  Pittsburgh,  Harmony,  Butler  &  New 
Castle  St.  Ry.,  Pittsburgh,  Pa. 

Dame,  W.  R.,  Treasurer,  St.  Albans  &  Swanton  Traction  Co.,  Clinton, 
Mass. 

Davis,  P.  E.,  Chief  Clerk^  Auditor  Department,  Denver  City  Tram- 
way Co.,  Denver,  Col. 

Donnelh',  R.  B.,  Secretary-Treasurer,  Central  Illinois  Public  Service 
Co.,  Mattoon,  111. 

Gault,  E.  D.,  Auditor,  Mahoning  &  Shenango  Railway  &  Light  Co., 
Young'stown,  Ohio. 

Hamberger,  F.  A.,  Assistant  Chief  Time-Keeper,  Public  Service  Rail- 
way Co.,  Newark,  N.  J. 

Kopia,  Ernest,  Mail  Clerk,  Public  Service  Ry.  Co.,  Newark,  N.  J. 

MacFayden,  W.  R.  C,  Clerk,  Public  Service  Ry.  Co.,  Newark,  N.  J. 

Ogden,  J.  C,  Assistant  Paymaster,  Public  Service  Railwaj'  Co., 
Elizabeth,  N.  J. 

O'Neill,  Ray  A.,  Chief  Clerk,  Union  Railway  Co.,  New  York,  N.  Y. 

Pearson,  J.  A.,  Purchasing  Agent,  Public  Service  Ry.  Co.,  Philadel- 
phia, Pa. 

Snyder,  C.  G.,  Assistant  Auditor,  Board  of  Supervising  Engineers, 
Chicago,   111. 

Thompson,  C.  E.,  Auditor,  Chicago  &  Milwaukee  Electric  Railroad 
Co.,  Chicago,  111. 

Whitney,  F.  G.,  1310  N.  Broadway,  Baltimore,  Md. 

There  being  no  further  business,  the  meeting  adjourned. 
Respectfully  submitted, 

Geo.  G.  Whitney, 

Approved  :  Secretary  Pro   Tern. 

J.  H.  Neal, 

President. 

Minutes  of  the  Executive  Committee  of  the  Accountants'  Asso- 
ciation OF  THE  American  Electric  Railway  Association,  held 
in  Atlantic  City,  N.  J. 

A  meeting  of  the  Executive  Committee  was  held  at  the  Hotel 
Dennis,  Atlantic  City,  N.  J.,  Monday,  October  13,  1913;  there  were 
present  Messrs.  M.  W.  Glover,  G.  G.  Whitney,  Thos.  P.  Kilfoyle, 
Robt.  J.  Clark  and  M.  R.  Boylan. 

Report  of  the  Executive  Committee  was  received  and  approved. 

On  motion  duly  made  and  seconded,  the  reading  and  discussion  of 
the  paper,  "  Sinking  Funds  "  by  Mr.  W.  H.  Forse,  Jr.,  which  is  given 
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on  the  Program  for  Tuesday,  October  14th,  was  postponed  until 
Friday,  October  17th,  and  the  reading  and  discussion  of  paper,  "A 
Unit  Cost  Work  Order  System  "  by  Mr.  Geo.  W.  Kalweit,  was  moved 
forward  from  Friday  the   i/th,  to  Tuesday,  the   14th. 

The  personnel  of  the  Committee  on  Overhead  Charges  was  changed 
to  read :  Mr.  Edwin  Gruhl,  Assistant  to  President,  The  Milwaukee 
Electric  Railway  &  Light  Co.,  Milwaukee,  Wis.,  and  Mr.  A.  L.  Linn, 
Jr.,  with  Harrison  Williams,  New  York,  N.  Y.,  as  members,  vice 
Mr.  B.  E.  Bramble,  General  Auditor,  Illinois  Traction  System,  Cham- 
paign, 111.,  resigned. 

The    following    list    of    new    members,    covering    the    period    from 
January  29,    1913,   to   October  8,    1913,   desiring   alliance   with   the   Ac- 
countants' Association  was  read  and  approved  : 
Barker,  W.  S.,  Assistant  to  Comptroller,  Public  Service  Railway  Co., 

Newark,  N.  J. 
Baum,  H.  W.,  Assistant  Chief  Clerk,  Washington  Railway  and  Elec- 
tric Co.,  Washington,  D.  C. 
Berry,  E.   P.,  Chief  Clerk,  Birmingham  Railway,  Light  &   Power  Co., 

Birmingham,  Ala. 
Comins,   Edward    P.,    Certified    Public   Accountant,    Boston,    Mass. 
Fogarty,    James    F.,    Secretary,    The    Milwaukee    Electric    Railway    & 

Light  Co.,  30  Broad  St.,  New  York,  N.  Y. 
Gidney,   H.   A.,   Auditor,   Barre  &   Montpelier   Traction  &   Power  Co., 

Boston,  Mass. 
Hageman,  F.  E.,  Clerk,  The  Milwaukee  Electric  Railway  &  Light  Co., 

Milwaukee,  Wis. 
Harris,  George  A.,  General  Auditor,  Fonda,  Johnstown  &  Gloversville 

Railroad,   Gloversville,   N.  Y. 
Hebard,  B'.  M.,  Auditor,  Grand  Junction  &  Grand  River  Valley  Rail- 
way, Grand  Junction,  Col. 
Horn,  John  M.  C,   Comptroller,  The  Illinois  Traction  System,  Cham- 
paign, 111. 
Hoskins,   P.   M.,   Secretary  and  Assistant  Treasurer,   California  Rail- 
way and  Power  Co.,  New  York,  N.  Y. 
Jones,    B.    M.,    Assistant    Treasurer,    Asheville    Power    &    Light    Co., 

AsheviUe,  N.  C. 
Kalweit,  Geo.  W.,  Auditor,  The  Milwaukee  Electric  Railway  &  Light 

Co.,  Milwaukee,  Wis. 
Kimball,    H.    C,    Bookkeeper,    Washington    Railway    &    Electric    Co., 

Washington,  D.  C. 
Launey,    R.   O.,   Auditor,    Birmingham    Railway,    Light   &    Power   Co  , 
Birmingham,  Ala. 
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McKenry,    F.    A.,    Auditor,    Claim    Department,    Pittsburgh    Railways 
Co.,   Pittsburgh,  Pa. 

MacRae,    Thaddeus    B.,    Auditor,    Metropolitan    West    Side    Elevated 
Railway  Co.,   Chicago,   111. 

May,  I.  A.,  Auditor,  The  Connecticut  Co.,  New  Haven,  Conn. 

Mayer,  H.  F.,  Auditor,  Kansas  City,  Clay  County  &  St.  Joseph  Rail- 
way Co.,  Kansas  City,  Mo. 

Neal,  J.  H.,   General  Auditor,   Boston  Elevated  Railway  Co.,  Boston, 
Mass. 

Rohrman,   Geo.   E.,   Bookkeeper,   Washington   Railway  &   Electric   Co., 
Washington,  D.  C. 

Sanders,  R.  G.,  Auditor,  The  Cincinnati  Traction  Co.,  Cincinnati,  Ohio. 

Simon,  Samuel,   General  Bookkeeper,  Washington  Railway  &  Electric 
Co.,  Washington,   D.   C. 

Staub,  J.  T.,  Acting  Treasurer,  United  Railways  &  Electric  Co.,  Balti- 
more, Md. 

Stoldt,  Chas.  W.,  Bill  Clerk,  The  Milwaukee  Electric  Railway  &  Light 
Co.,  Milwaukee,  Wis. 

Storrs,   Gardner   S.,   Auditor,   Maryland   Electric   Railways,   Annapolis, 
Md. 

Waite,  R.  W.,  Treasurer,   Middle  West  Utilities  Co.,   Chicago,  111. 

Winkel,    A.    J.,    Auditor,    Wisconsin    Public    Service    Co.,    Green    Bay, 
Wis. 
There  being  no   further  business  the  meeting  adjourned. 
Respectfully  submitted, 

M.    R.    BOYLAN, 

Secretary.' 
Approved  : 

M.  W.  Glover, 

First   Vice-President. 

Vice-President  Glover: — You  have  heard  the  report  of 
the  Executive  Committee,  which  contains  minutes  of  the  meet- 
ings held  by  this  Committee.  What  is  your  pleasure  with 
regard  to  this  report? 

A  motion  was  duly  made  and  seconded  that  the  Report  be 
received  and  placed  on  file.     (Motion  carried.) 

Vice-President  Glover: — The  next  order  of  business  is 
the  Report  of  the  Secretary-Treasurer,  which  will  be  presented 
by  Mr.  Boylan. 
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ANNUAL     REPORT     OF     SECRETARY=TREASURER    FOR 
THE    YEAR    ENDED    SEPTEMBER    30,    1913. 

To   the  American  Electric  Railway  Accountants'  Associalion: 

Gentlemen  : —  As  Secretary-Treasurer,  I  beg  to  submit  my  Annual 
Report,  which  is  the  seventeenth  of  the  Association  : 

STATEMENT    OF    EXPENSES    OURING    THE    FISCAL    YEAR    OCTOBER     I,     igi2,    TO 
SEPTEMBER    3O,    1 9X3. 

1912  Convention  Expense   $40  88 

Traveling  Expenses   of  Executive   Committee..         242  35 

Traveling  and  Other  Expenses  of  Classification 
Committee 948  33 

Traveling  and  Other  Expenses  of  Other  Com- 
mittees           642  87 

Miscellaneous    General    Expense    7  6p 

$i,8S2  12 

1912  Annual  Report   $1,241  2,7 

Printing    Standard    Classification    of    Accounts         155  70 

1,397  07 

Total   Expenditures    $3,279  19 

Respectfully  submitted, 

M.    R.    BOYLAN, 

Secretary-Treasurer. 

Vice-President  Glover  : —  Gentlemen,  you  have  heard  the 
Report  of  the  Secretary-Treasurer,  what  is  your  pleasure? 

A  motion  w^as  made  and  seconded  that  the  Report  of  the 
Secretary-Treasurer  be  received  and  approved.  ( Motion  car- 
ried.) 

Vice-President  Glover: — The  next  order  of  business  is 
the  Report  of  the  Committee  on  Education,  which  will  be  pre- 
sented by  Mr.  Pryor. 

REPORT   OF  THE   COMMITTEE  ON   EDUCATION 

To    the    Members    of    the    American    Electric    Railzvay    Accountants' 
Association  : 

Gentlemen: — The  first  effort  of  your  Committee  on  Education  vi^as 
given  toward  the  investigation  of  the  field  to  determine  whether  there 
was  a  demand  for  a  correspondence  course  in  electric  railway  ac- 
counting, and  to  this  end  we  mailed  a  circular  letter  to  each  of  the 
member  companies. 
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The  replies  were  in  such  number  as  to  encourage  and  warrant  a 
further  step  toward  securing  the  services  of  a  practical  director 
employed  in  the  industry  who  would  give  his  personal  attention  to 
the  preparation  and  the  supervision  of  the  course.  It  was  concluded 
that  a  competent  person  could  command  greater  compensation  for  his 
services  than  would  accrue  from  this  source ;  furthermore,  it  was 
impressed  upon  us  that  we  could  not  look  for  the  desired  co-operation 
from  a  Committee  of  Supervisors  within  the  Association,  since  their 
duties  were  at  the  sole  disposal  of  their  Company. 

It  was  expected  that  a  course  could  be  established  at  a  minimum 
fee  of  $5,  which  sum  was  fixed  in  conjunction  with  the  knowledge 
that  many  of  the  prospective  subscribers  were  already  members  of 
Company  Sections  and  this  might  add  a  burden  upon  their  income. 
This  figure  can  readily  be  recognized  as  inadequate,  so  much  so. 
that  it  does  not  permit  of  a  reasonable  profit  after  the  deduction  of 
the  cost  of  the  printing,  the  necessary  stationery  and  the  postage  on 
mailing  of  the  lectures  and  the  return  of  the  corrected  papers,  rent, 
and  an  investment  in  a  small  plant. 

We,  therefore,  took  up  our  question  with  the  recognized  profes- 
sional schools,  with  the  thought  that  the  Railway  Accounting  could 
be  made  an  adjunct  to  their  curriculum.  An  objection  was  offered 
that  this  would  be  out  of  harmony  with  the  real  policy  of  the  organi- 
zation and  might  tend  to  conflict  with  their  general  policy.  We, 
however,  succeeded  in  interesting  the  officials  as  individuals.  After 
much  correspondence  and  a  number  of  personal  interviews,  we  were 
informed  that  a  course  such  as  we  demanded  could  not  be  sold  for 
less  than  $io  per  term  of  ten  months,  extending  over  a  period  of  two 
years ;  in  addition,  we  were  expected  to  guarantee  a  fixed  income.  It 
was  felt  that  your  Committee  was  not  empowered  to  enter  into  a 
contract,  especial!}^  when  the  proposition  to  the  vendor  was  one  of 
prospective  profit. 

Negotiations  were  taken  up  from  another  viewpoint,  and  a  tentative 
agreement  reached  whereby  the  Association  was  to  bear  the  pre- 
liminary expenses  in  the  announcement  of  the  course  and  its  pub- 
licity. The  course  was  operative  upon  the  enrollment  of  four 
hundred  subscribers  for  the  first  year.  Unfortunately,  we  were  not 
in  possession  of  funds  to  carry  on  the  initial  campaign,  and  the  matter 
is  now  in  abeyance.  It  is  sincerely  hoped  that  some  ways  and  means 
can  be  devised  to  secure  financial  aid  and  furnish  an  avenue  for  the 
education  of  our  fellow  workers.  The  group  of  studies  as  submitted 
was  to  cover  a  period  of  two  years,  extending  from  October  to  May 
in  each  year.  The  first  year  was  outlined  "  to  embrace  the  theory  of 
accounting  with  special  reference  to  electric  railway  work,  inter- 
spersed by  applied  theory  tests  and  simple  problems,  accompanied  by 
the  law  of  contracts  and  agencies,  and  the  principles  of  finance;  the 
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work  of  the  second  year  to  comprise  a  series  of  corporation  problems 
built  upon  electric  railway  organizations  attended  with  the  principles 
of  corporation  law." 

First  Year, 
theory   of  accounting,  law  and  finance. 

1.  The   purpose  and  scope  of  accounting. 

2.  The  relation  of  accounting  to  allied  subjects,  such  as  economics, 
law,  finance  and  organization. 

3.  The  methods  of  keeping  books  and  the  media  for  recording 
financial  transactions. 

4.  Accounts;    their   philosophy,   construction   and   classification. 

5.  Discussion  of  the  balance  sheet  accounts. 

6.  Discussion  of  the  revenue  and  expense  accounts. 

7.  Preparation,  interpretation  and  use  of  balance  sheets,  income 
statements,   etc. 

8.  Graphs,  charts,  and  statistics  as  aids  to  operation  and  manage- 
ment. 

Second    Year. 

advanced     corporation     problems     built     around     street     railway 
organization   and   corporation   law. 

1.  Organization  and  development. 

2.  Operation. 

3.  Merger, 

4:  Consolidation. 

5.  Holding   company. 

6.  Receivership. 

7.  Reorganization. 

8.  Dissolution. 

The  general  trend  of  the  public  utility  corporations  is  to  establish 
a  course  of  instruction  to  train  the  employe  to  apply  the  knowledge 
thus  gained,  which  reacts  as  an  advantage  to  himself  and  to  the 
company.  The  times  do  not  admit  of  any  dispute  as  to  the  necessity 
of  a  business  education.  The  Association  can,  by  the  inauguration  of 
a  course  of  instruction  in  financial  and  commercial  subjects,  add  to 
its  present  usefulness. 

The   Chairman   desires   to   record   his   appreciation  of  the   assistance 
and  hearty   co-operation  given  by  his  associates. 
Respectfully   submitted, 

F.  J.  Pryoe,    Chainnan, 
F.  B.  Lasher, 
_J.  H.  Neal, 
W.  H.  Forse,  Jr., 
N.  E.  Stubbs, 

Committee   on  Education. 
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Discussion  of  Report  of  Committee  on  Education 

Mr.  Pryor  : —  Gentlemen,  in  reference  to  the  report,  we 
are  of  the  opinion  that  some  action  should  be  taken  by  the 
Convention  looking  forward  to  the  establishment  of  the  course. 
xA-S  stated  in  the  report,  we  sent  out  the  circular  letter  in  Feb- 
ruary, and  my  recollection  is  that  replies  were  received  from 
fifty  to  sixty  companies.  Even  at  this  date,  hardly  a  month 
passes  by  without  two  or  three  inquiries,  asking  when  the 
course  is  to  begin.  As  pointed  out  in  the  report,  your  Com- 
mittee has  been  unable  to  proceed  owing  to  the  lack  of  funds, 
and  I  feel  that  this  Association  should  ask  the  parent  As- 
sociation for  an  appropriation.  I  think  that  $200  would  be 
adequate. 

Vice-President  Glover: — You  have  heard  the  Report  of 
the  Committee  on  Education.  Are  there  any  suggestions  in 
regard  to  it  or  any  motions  to  be  made  in  connection  with  the 
suggestions  contained  therein?  This  is  a  very  important  sub- 
ject and  I  think  it  ought  not  to  be  dropped.  I  think  we  should 
continue  the  Committee,  and  would  suggest  that  a  motion  be 
made  to  that  effect,  and  have  it  take  up  the  matter  with  the 
American  Association  in  line  with  the  suggestions.  The  Com- 
mittee is  better  qualified  to  handle  the  matter  than  any  one  else.' 

Mr.  Kilfoyle  : —  I  move  that  the  report  be  received  and 
the  Committee  be  continued,  and  that  the  Committee  take  up 
the  matter  of  finances  with  the  Executive  Committee  of  the 
Accountants'  Association,  which  in  turn  will  take  the  matter 
up  with  the  Executive  Committee  of  the  American  Association. 

(Motion  duly  seconded.) 

Vice-President  Glover  : —  The  motion  now  stands  that 
the  Committee  be  continued,  and  that  it  is  requested  to  con- 
tinue its  investigation  of  the  subject  and  take  up  the  subject 
of  finances  with  the  Executive  Committee  of  the  Accountants' 
Association,  which  in  turn  shall  take  up  with  the  Executive 
Committee  of  the  American  Association  this  question  of  funds 
to  carry  on  the  work.  You  have  heard  the  motion.  Is  there 
further  discussion  on  it? 

(The  motion  was  carried.) 
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Mr.  Duffy  :-. —  Mr.  Chairman,  before  we  go  on  with  the 
next  report  —  it  seems  to  me  that  it  would  be  well  for  this 
Association  to  send  greetings  to  Mr.  Neal  because  of  his 
absence.  You  will  recall  he  was  not  at  the  last  Convention, 
and  you  will  also  recall  that  in  1897,  Mr.  Wilson,  who  was 
then  the  Auditor  of  the  Boston  Elevated  Railway  Company, 
was  unable  to  be  present  at  the  first  meeting  of  the  Association. 
I  think  it  would  be  particularly  fitting  if  we  send  greetings  to 
Mr.  Neal. 

The  thought  also  occurs  to  me  that  it  would  be  a  very  grace- 
ful and  proper  thing  to  send  our  expression  of  regret  and 
condolence  to  Mr.  Forse,  who  has  just  lost  his  mother. 

Vice-President  Glover  : —  The  motion  stands  that  we  have 
the  Secretary  telegraph  Mr.  J.  H.  Neal  our  greetings  and  also 
Mr.  W.  H.  Forse,  Jr.,  an  expression  of  regret  and  sympathy 
on  the  death  of  his  mother. 

(Motion  duly  seconded  and  carried.) 

The  Secretary  sent  the  following  telegrams : 

Atlantic  City,  N.  J.,  October  14,  1913. 

Mr.  J.  H.  Neal,  General  Auditor, 

Boston  Elevated  Railway  Co.,   Boston   Mass. 

The  Accountants  Association  in  successful  Convention.  Send 
hearty  greetings  and  regret  you  are  not  able  to  attend. 

(Signed)     M.  R.  Boylan, 

Secretary. 

Atlantic  City,  N.  J.,  October  14,  1913. 

Mr.  W.   H.  Forse,  Jr.,  Secretary  and  Treasurer, 

Union  Traction  Company  of  Indiana,  Anderson,  Ind. 

The  Association  learns  with  deepest  regret  of  your  sad  loss  and 
extends  its  sympathy. 

(Signed)      M.  R.  Boylan, 

Secretary. 

Vice-President  Glover  : —  The  next  item  on  the  program 
is  the  Report  of  the  Committee  on  Destruction  of  Records, 
which  will  be  presented  by  Mr.  Swift. 
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Mr.  Boylan  : —  Mr.  Swift  in  one  of  his  letters  to  me,  dated 
September  i8th,  stated  that  the  Committee's  last  report  repre- 
sented their  views  and  since  no  objection  has  been  offered  by 
anyone,  or  any  other  thought  suggested,  the  Committee  is  will- 
ing to  stand  by  the  report  as  presented.  If  any  of  the  present 
officers  of  the  Association  have  any  suggestions  to  make,  Mr. 
Swift  will  be  glad  to  receive  them.  In  his  letter  dated  October 
loth,  he  suggests  that  last  year's  report*  be  discussed  again  to 
bring  out  any  new  ideas  that  the  members  would  like  to  have 
recorded. 

Vice-President  Glover: — As  we  have  copies  of  that  re- 
port at  hand  I  think  they  had  better  be  distributed,  and  if  it  is 
feasible  to  discuss  it,  we  can  do  so. 

As  there  does  not  seem  to  be  anyone  to  discuss  the  paper, 
we  will  pass  to  the  next  order  of  business  which  is  the  Report 
of  the  Committee  on  a  Standard  Classification  of  Accounts, 
and  which  will  be  presented  by  Mr.  Ham. 

REPORT  OF  THE  COMMITTEE  ON  A  STANDARD  CLASSI- 
FICATION OF  ACCOUNTS 

To  the  American  Electric  Railway  Accountants'  Association: 

Gentlemen  : —  During  the  past  year  your  Committee  has  held  three 
meetings ;  one  in  New  York  in  January,  lasting  three  days ;  one  in 
Atlantic  City  in  April,  lasting  four  days;  and  one  in  Boston  in  June, 
lasting  five  days.  At  no  time  has  there  been  less  than  four  members 
of  this  Committee  present  and  at  the  New  York  and  Atlantic  City 
meetings  there  were  three  representatives  of- the  Division  of  Carriers 
Accounts  of  the  Interstate  Commerce  Commission  in  attendance,  and 
at  the  Boston  meeting  there  were  two  representatives. 

The  matters  taken  up  have  been  a  revision  of  the  Classification  for 
Expenditures  for  Road  and  Equipment,  and  this  new  classification 
will  a'.so  include  instructions  covering  charges  for  improvements  and 
betterments;  a  revision  of  the  entire  Classification  of  Operating  Ex- 
penses accounts;  a  revision  of  certain  of  the  text  of  Operating 
Revenue  accounts ;  a  tentative  classification  for  Income  and  Profit  and 
Loss  accounts;  and  a  proposed  classification  for  Balance  Sheet  ac- 
counts. 

You  can  readily  understand  that,  these  subjects  have  required  a 
great  deal  of  thought  and  outside  of  the  twelve  days  that  the  members 
of  this  Committee  have  devoted  to  them  at  the  meetings  named,  they 
have  spent  much  time  and  thought  on  these  matters. 

*This  report  is  to  be  found  on  page  45  of  the  1912  P.-oo3e:lings  of  this  Association. 
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It  is  the  intent  of  the  Interstate  Commerce  Commission  to  submit 
to  electric  carriers  a  tentative  text  of  all  of  these  classitications  with 
the  request  that  they  shall  be  carefully  examined  and  that  all  those  who 
have  any  interest  in  tliese  subjects  shall  offer  any  criticism  or  sug- 
gestions that  they  may  have  to  the  schedules  as  submitted,  and  it  is 
hoped  that  when  these  schedules  are  received  they  will  be  given 
prompt  consideration  by  all,  and  if  anyone  has  any  suggestions  to 
offer  he  will  at  once  submit  them  to  the  Interstate  Commerce  Com- 
mission who  will  take  them  up  with  the  members  of  this  Committee 
and  careful  consideration  will  be  given  to  all  suggestions  received. 

It  is  the  hope  of  the  Interstate  Commerce  Commission  that  all  of 
these  classifications  maj^  be  completed  and  promulgated  for  the  use 
of  interstate  carriers,  commencing  with  July  I,   1914. 

It  is,  therefore,  imperative  that  prompt  consideration  shall  be  given 
to  the  subject  matter  that  this  may  be  accomplished. 

The  importance  of  having  these  classifications  as  perfect  as  possible 
must  be  evident  to  all  as  they  will  completely  round  out  the  entire 
system  of  accounts,  and  it  is  hoped  to  make  them  so  perfect  that  they 
will  not  require  any  revision  for  many  years  to  come.. 

The  Committee  has  had  the  usual  number  of  questions  submitted 
through  the  Bureau  of  Statistics  and  Accounts  of  the  Interstate  Com- 
merce Commission  or  direct  to  the  Committee,  and  these  questions 
have  received  prompt  attention,  but  as  the  members  of  the  Committee 
are  so  widely  separated  and  the  Bureau  of  the  Interstate  Commerce 
Commission,  which  considers  these  matters,  is  so  extremelj'  busy,  there 
has  necessarily  been  some  delay  in  giving  prompt  answers,'  but  every 
endeavor  has  been  made  and  will  continue  to  be  made  to  reply  to 
questions  as  promptly  as  possible. 

Our  very  cordial  relations  with  the  Interstate  Commerce  Commission 
have  continued.  Mr.  Frederick  Sweney,  who  represented  the  Com- 
mission when  the  present  classifications  were  prepared,  is  in  charge 
of  the  division  of  carriers  accounts,  he  having  succeeded,  since  our 
last  annual  meeting,  Mr.  Charles  A.  Lutz  in  that  position. 
Respectfully   submitted, 

H.  L.  Wilson,  Chairvian, 
W.  F.  Ham, 
W.  K.  FoRSE,  Jr., 
F.  E.  Smith, 
Committee  on  A  Standard  Classification  of  Accounts. 

Vic:e-Pre.sident  Glover: — You  have  heard  the  report  of 
the  Committee.     What  action  shall  we  take  on  it? 
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Discussion  of  Report  of  Committee  on  A  Standard  Classifica- 
tion of  Accounts 

Vice-President  Gi  over  : —  This  is  a  very  important  sub- 
ject. It  is  the  most  important  Committee  of  the  Accountants' 
Association,  and  I  think  we  ought  to  have  a  discussion  of  the 
report.  We  might  be  able  to  develop  some  points.  We  have 
with  us  a  representative  of  the  Interstate  Commerce  Com- 
mission, whom  we  are  always  glad  to  see.  I  hope  he  will  say 
a  few  words  to  us  in  regards  to  these  matters,  which  are  of 
interest  to  him.  Mr.  Sweney,  we  will  be  glad  to  have  you 
say  a  few  words.  Mr.  Sweney  needs  no  introduction  to  you 
gentlemen,  having  been  with  us  for  some  years. 

Mr.  Sweney: — This  is  the  fifth  Convention,  Mr.  President, 
I  have  had  the  pleasure  of  attending,  and  while  I  have  ap- 
preciated in  the  past  the  co-operation  of  your  Committee  on 
a  Classification  of  Accounts,  I  have  more  fully  appreciated 
it  this  year  than  ever  before,  because  of  the  great  amount  of 
time  and  effort  the  members  have  put  into  the  work  of  re- 
vision of  classifications.  I  do  not  know  that  I  can  add  any- 
report,  except  it  is  a  very  important  matter  in  making  this 
thing  to  what  the  Chairman  of  the  Committee  has  said  in  his 
revision  of  classifications  that  they  should  be  as  nearly  correct 
as  possible.  I  hope  the  classifications  can  be  put  forth  in  such 
shape  that  a  complete  revision  will  not  be  rec|uired  for  at  least 
the  next  twenty  to  twenty-five  years.  It  is  no  small  job  to 
revise  Interstate  Commerce  Commission  Classifications,  and  I 
feel  that  it  is  unfair  to  the  carriers  to  make  these  revisions 
at  frequent  intervals.  It  is  desired,  when  the  tentative  classi- 
fications are  sent  out  in  pamphlet  form,  that  the  Commission 
may  have  the  benefit  of  suggestions  from  all  carriers.  Your 
Committee  has  agreed  to  consider  these  suggestions  with  the 
representatives  of  the  Commission  before  classifications  are 
formally  issued. 

I  am  glad  I  can  have  the  benefit  of  the  discussion  this  morn- 
ing.   It  will  not  be  possible  for  me  to  remain  through  the  entire 
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Convention  on  account  of  other  important  matters  requiring 
my  attention,  but  I  am  very  glad  to  say  that  Mr.  Geekie,  who 
has  represented  our  Division  in  this  work,  will  be  able  to  stay 
through  the  entire  Sessions. 

Vice-President  Glover  : —  We  will  be  glad  to  hear  from 
Mr.  Geekie.  He  is  a  newcomer  with  us  and  we  hope  to  get 
along  with  him  as  well  as  we  do  with  Mr.  Sweney. 

Mr.  Geekie  : —  As  this  is  the  first  Convention  I  have  at- 
tended I  feel  as  if  I  should  listen  rather  than  speak.  I  am 
very  glad  to  be  here;  I  expect  to  derive  much  benefit  from 
attending  your  meetings,  and  hope  to  meet  you  all  before  the 
Convention  adjourns. 

Since  April  I  have  been  working  upon  a  revision  of  the  elec- 
tric classifications.  A  number  of  changes  have  been  made 
which  we  think  will  not  only  meet  with  the  approval  of  the 
auditors  and  accountants,  but  also  the  managers  and  other 
executives.  We  hope  to  be  able  to  issue  these  classifications  in 
tentative  form  about  the  first  of  the  year. 

Mr.  Lyon  : —  Our  Commission  has  issued  a  scheme  of  ac- 
counts for  each  of  the  various  classes  of  utilities,  including 
street  railways.  When  we  started  out  we  practically  adopted 
the  classification  of  accounts  prepared  by  the  American  Elec- 
tric Railway  Association,  but  since  this  classification  provided 
for  only  construction,  operating  revenue  and  operating  expense 
accounts,  we  were  obliged  to  adopt  income  and  income  deduc- 
tion and  general  balance  sheet  accounts  of  our  own.  So  far 
as  practicable  we  have  followed  similar  classifications  in  use 
by  the  Interstate  Commerce  Commission.  We  have  not  varied 
very  far  from  the  recommendations  of  this  Committee  on  that 
line,  and  we  assure  you  we  will  be  only  too  glad  to  adopt  any 
classification  of  accounts  prescribed  by  the  Federal  body. 
There  is  a  provision  in  our  law  which  requires  us  to  follow 
so  far  as  practicable  any  similar  classification  of  accounts 
prescribed  by  the  Interstate  Commerce  Commission,  and  for 
that  reason  I  do  not  think  there  will  be  any  material  difl^erence 
between  our  accounts  and  those  which  are  to  be  promulgated 
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by  them.  This  is  my  first  appearance  before  the  Accountants' 
Association,  and,  hke  Mr.  Geekie,  I  am  here  principahy  to  learn 
and  hsten. 

Vice-President  Glover  : —  We  are  glad  to  have  you  both 
here  and  we  hope  you  will  come  again. 

Mr.  Adkins  : — Do  I  understand  from  Mr.  Geekie  that 
these  are  tentative  classifications  and  are  only  to  be  sent  out 
to  the  companies  directly  interested  in,  or  under  the  care  of, 
the  Interstate  Commerce  Commission?  I  would  like  to  make 
the  suggestion  that  they  be  sent  out  also  to  the  accounting 
officers  of  the  dift'erent  companies  which  belong  to  this  As- 
sociation. 

Vice-President  Glover  : —  I  think  it  is  customary  to  do 
that.  Mr.  Sweney,  do  you  think  it  would  be  possible  to  have 
the  Association  members  furnished  with  copies  ? 

Mr.  Sweney: — I  think  we  can  do  that.  If  we  can  get 
a  list  of  names  we  will  mail  them  out  ourselves. 

Vice-President  Glover: — We  will  be  very  glad  indeed 
to  furnish  the  names.  If  you  cannot  send  them  out  and  will 
furnish  the  tentative  classifications  to  us,  we  will  be  very  glad 
to  see  that  they  are  distributed. 

Mr.  Sweney  : —  We  can  make  some  arrangements  as  to 
that,  I  am  sure.  I  am  rather  inclined  to  think  our  mailing 
list  of  carriers  in  the  Washington  office  only  includes  those 
subject  to  the  Commission's  jurisdiction,  or  those  that  file 
reports.  It  is  exceedingly  important  to  obtain  criticisms  from 
all  electric  carriers. 

\'ice-President  Glover  : —  I  know  the  mailing  list  is  that 
way,  because  I  was  formerly  with  a  company  that  reported  to 
the  Interstate  Commerce  Commission.  Now  my  company 
does  not  report  to  it  and  we  have  considerable  trouble  in  ob- 
taining papers,  but  they  finally  put  me  on  the  mailing  list  and 
I  now  receive  the  papers  about  once  every  six  months. 

Mr.  Sweney: — We  will  handle  it  in  any  way  satisfactory 
to  the  Association. 
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A'ice-President  Glover: — Well,  if  you  will  look  into  that, 
Mr.  Sweney,  and  let  Mr.  Boylan  know,  we  will  be  very  thank- 
ful. I  think  we  ought  to  make  an  arrangement  to  distribute 
copies.    I  believe  we  can  purchase  copies  if  not  furnished  free. 

Mr.  Sweney  : —  That  is  not  necessary  as  the  Government 
printing  office  will  furnish  copies. 

Vice-President  Glover: — I  think  Mr.  Adkins'  suggestion 
is  a  good  one,  and  we  ought  to  send  copies  to  all  of  our  mem- 
bers and  if  j\Ir.  Sweney  does  not  find  he  can  have  them  sent 
out,  I  believe  it  would  be  advisable  to  make  some  arrangement 
of  our  own. 

Mr.  Sweney: — If  I  can  obtain  the  list  of  names,  I  can 
have  the  publication  sent  out. 

A^ice-President  Glover  : —  We  will  gladly  give  you  the  list 
of  names. 

Is  there  any  further  discussion  of  this  Report? 

It  was  regularly  moved  and  seconded  that  the  report  be  re- 
ceived and  filed.     (Motion  carried.) 

The  next  order  of  business  is  the  Report  of  the  Delegates 
to  represent  the  Association  at  the  Convention  of  National 
Association  of  Railway  Commissioners.  Mr.  Ham  will  present 
the  report. 

Mr.  Ham: — Before  reading  this  report,  I  would  like  to 
say  that  the  States  that  exercise  supervision  over  electric  rail- 
way companies  have  very  generally  adopted  the  classifications 
promulgated  by  the  Interstate  Commerce  Commission  and 
adopted  by  this  Association  as  Standard.  There  are,  how- 
ever, some  differences  between  the  viewpoint  of  certain  of 
the  States  and  that  of  this  Association,  and  therefore,  this 
report  calls  attention  to  some  of  the  ditTerences  in  theory  of 
accounting  which  are  very  interesting  and  valuable  and  should, 
perhaps,  be  considered  in  connection  with  the  proposed  changes 
that  are  now  pending.     This  report  is  as  follows : 
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REPORT  OF  DELEGATES  TO  THE  TWENTY-FOURTH 
ANNUAL  CONVENTION  OF  THE  NATIONAL  ASSOCIA- 
TION OF  RAILWAY  COMMISSIONERS 

To  the  President  and  Members  of  tlie  American  Electric  Railivay 
Accountants'  Association: 

Gentlemen  : —  The  twenty-fourth  annual  convention  of  the  National 
Association  of  Railway  Commissioners  held  in  Washington,  D.  C, 
from  November  19  to  22,  1912,  was  most  successful  and  dealt  with 
some  very  important  topics,  such  as  taxes  and  plans  for  ascertaining 
fair  valuation  of  railroad  property;  rates  and  rate  making;  railway 
capitalization ;   telephone  and  telegraph   rates  and  service. 

The  report  of  the  Committee  on  Accounts  and  Statistics  of  Electric 
Railways,  in  the  absence  of  the  Chairman  of  the  Committee,  was 
presented  by  Mr.  C.  N.  Duffy  at  the  request  of  the  President  of  the 
Association.     Said  report  follows  : 

Compared  with  the  steam  railroad,  the  electric  railway  is  a  recent 
development,  and  even  though  it  was  a  substitute  for  the  earlier 
methods  of  street  railroad  transportation  by  means  of  animal  traction 
the  industr}^  has  not  imtil  very  recently  attained  anything  like  the 
magnitude  of  steam  railroad  transportation.  The  industry  was  es- 
sentially a  local  business  -and  there  were  few  occasions  of  contact 
between  the  managers  and  operators  of  companies  in  different  cities. 
It  is  not  therefore  surprising  that  down  to  comparatively  recent  years 
there  was  no  uniformity  in  the  accounts  and  records  of  electric  rail- 
ways. The  principal  impetus  toward  uniformity  was  undoubtedly  the 
organization  of  the  Street  Railway  Accountants'  Association  of 
America  in  1897.  This  Association  adopted  a  classification  of  operating 
expenses  and  a  form  of  report  that  was  used  by  a  considerable 
number  of  the  State  railroad  commissions  and  also  by  companies  in 
States  that  had  no  supervisory  commission. 

After  the  Interstate  Commerce  Commission  had  completed  its  system 
of  accounts  for  steam  railroads  in  1907  it  turned  its  attention  to  the 
accounts  of  the  electric  railways  just  at  the  time  when  public  utility 
commissions  with  ample  powers  of  supervision  over  accounts,  rates, 
capitalization,  etc.,  were  established  in  New  York  and  Wisconsin. 
These  commissions  were  especially  interested  in  an  industry  that  is 
still  in  the  main  a  local  or  intrastate  industry  subject  to  their  exclusive 
jurisdiction,  and  upon  the  invitation  of  the  Interstate  Commerce  Com- 
mission they  participated  in  the  conferences  with  the  representatives 
of  the  railways  in  the  formulation  of  a  new  classification  -of  accounts. 
The  so-called  Standard  Classification  of  the  Accountants'  Association 
was  revised  and  was  adopted  by  the  Interstate  Commerce  Commission, 
but  neither  of  the  New  York  commissions  nor  the  Wisconsin  com- 
mission was  ready  to  adopt  the  classification  without  considerable 
modification.  The  Committee  upon  Accounts  and  Statistics  of  Electric 
Railways  that  reported  to  this  Association  in  1909  considered  the  ad- 
visability of  recommending  a  uniform  system  of  accovmts,  and  re- 
ported adversely  against  the  proposition  in  the  following  language  : 

Your    committee    has    considered    the    advisability    of    recom- 
mending  to   this   convention   the   approval    of    a   uniform   system. 
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There  seemed  to  be  a  general  feeling,  however,  that  as  the 
systems  adopted  by  the  Interstate  Commerce  Commission  and  the 
commissions  of  New  York  and  Wisconsin  have  been  in  operation 
only  a  comparatively  short  time  —  less  than  a  year  —  and  as  their 
adaptability  to  actual  conditions  can  only  be  determined  by 
practical  experience,  it  would  be  unwise  at  this  time  to  recommend 
any  specific  system  of  accounts.  By  the  time  the  next  convention 
is  held,  however,  the  Interstate  Commerce  Commission  and  the 
commissions  of  some  of  the  States,  as  well  as  many  corporations, 
will  have  had  an  opportunity  to  see  to  what  extent  the  system  is 
workable,  and  it  will  then  be  possible  to  determine  with  certainty 
whether  a  uniform  system  is  practicable,  and  whether,  in  general 
outline,  the  system  that  is  being  tried  will  serve  as  a  basis  for 
general  adoption. 

"  Your  committee  does  not  recommend  at  this  time,  therefore, 
the  adoption  or  approval  of  any  system,  but  does  recommend  that 
any  State  which  is  intending  to  adopt  any  system  of  accounts,  in 
:  whole  or  in  part,  should  adopt  a  plan  Avhich  harmonizes  or  is  in 
substantial  agreement  with  the  system  in  force  under  the  jurisdic- 
tion of  the  Interstate  Commerce  Commission  and  in  the  States  of 
New  York  and  Wisconsin.  Doubtless  changes  will  need  to  be 
made  in  these  systems,  but  these  can  easily  be  made,  provided  the 
fundamental  features  of  the  system  in  actual  operation  are  not 
departed  from  to  any  degree. 

With  reference  to  the  lack  of  uniformity,  it  is  to  be  noted  in  the 
first  place  that  the  Interstate  Commence  Commission  has  not  adopted 
a  complete  system  of  accounts,  but  only  three  classifications  dealing, 
respectively,  with  expenditures  for  road  and  equipment,  operating- 
revenue,  and  operating  expenses,  while  the  New  York  commissions 
have  added  a  classification  of  the  entire  income  and  balance  sheet 
accounts,  and  have  also  prescribed  the  definitions  of  the  statistical 
units  of  car  movements,  such  as  car  miles,  car  hours,  seat  miles,  etc. 
There  are  no  substantial  differences  in  the  classifications  of  operating 
revenues;  and  the  classifications  of  expenditures  on  road  and  equip- 
ment are  also  substantially  identical,  so  far  as  physical  property  is 
concerned,  while  slight  differences  exist  as  to  the  treatment  of  over- 
head charges  and  development  expenses.  But  in  coming  to  operating 
expenses,  and  especially  the  expenses  of  maintenance  in  connection 
with  replacements,  additions  and  betterments,  there  seem  to  be  rather 
fundamental  differences  between  the  system  of  the  Interstate  Com- 
merce Commission,  so  far  as  it  has  been  drawn  up,  and  the  complete 
system  of  accounts  of  the  New  York  commissions.  While  the  Inter- 
state Commerce  Commission  in  its  system  of  accounts  for  steam  rail- 
roads insists  that  operating  expenses  shall  include  proper  allowances 
for  the  depreciation  of  equipment,  the  commission  in  its  classification 
of  expenses  of  electric  railways  has  left  depreciation  charges  to  the 
supervision  of  State  commissions,  presumably  on  the  ground  that  the 
majority  of  electric  railway  companies  are  not  engaged  in  interstate 
commerce.  This  throws  open  to  possible  variation  the  whole  field  of 
maintenance.  Thus,  a  State  that  insists  upon  an  adequate  depreciation 
fund  will  require  all  important  renewals  and  replacements  to  be 
charged  against  that  fund  rather  than  to  ordinary  maintenance,  and 
will  thus  preserve  a  sharp  distinction  between  current  maintenance, 
consisting  only  of  repairs,  and  occasional  or  unusual  maintenance,  con- 
sisting of  important  replacements.  The  New  York  commissions  have 
for  this  reason  eliminated  from  the  individual  expense  accounts  con- 
cerned with  the  maintenance  of  equipment,  all   renewals  and   replace- 
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ments  of  the  units  or  principal  parts  of  facilities  and  equipment,  and 
have  added  to  the  repair  items  a  single  account  for  depreciation  or 
replacements  of  units.  All  withdrawals  or  retirements  of  units  must 
be  deducted  from  property  accounts  and  charged  to  the  depreciation 
funds.  While  this  method  insures  the  integrity  of  the  investment  of 
a  company  by  preventing  the  flotation  of  additional  securities  for 
property  that  represents  mere  replacements  or  substitutions,  such  as 
dynamos  for  horses,  it  still  requires  detailed  definitions  of  units  or 
principal  parts,  as  distinguished  from  the  minor  parts,  which  may  be 
replaced   without   distorting  the   repair   accounts. 

Another  element  of  disturbance  in  the  comparison  of  maintenance 
costs  of  electric  railways  is  due  to  the  fact  that  a  considerable  and 
increasing  number  of  companies  own  no  power  plants  but  buy  electric 
energy  from  other  companies.  In  New  York  City,  for  example,  three 
out  of  four  operating  electric  railways  buy  power,  and  consequently 
have  no  direct  expenditures  for  maintenance  of  generating  power 
plant  buildings  and  equipment.  In  the  smaller  cities  and  towns  the 
street  railway  company  will  very  likely  have  a  commercial  light  and 
power  department  and  will  therefore  include  all  generating  power 
plant  maintenance  in  the  expenses  of  that  department.  To  obtain  fair 
comparisons  of  maintenance  costs  between  companies  it  therefore 
seems  necessary  to  eliminate  from  the  comparison  all  maintenance 
expenses  relating  to  the  generating  power  plant.  This  has  actually 
been  done  in  the  system  of  accounts  prescribed  by  the  Wisconsin 
Commission,  which  segregates  in  one  group  of  accounts  all  the  ex- 
penses having  to  do  with  power  supply.  "  Maintenance  of  way  and 
structures  "  and  "  Maintenance  of  equipment  "  consequently  have  the 
same  meaning  for  all  companies,  while  the  cost  of  power  includes  the 
same  elements  of  operating  cost  and  lacks  uniformity  only  because 
the  expenditure  made  for  power  purchased  from  other  companies 
includes  the  rent  element  represented  by  a  return  upon  the  investment 
of  the  producing  company. 

Rents  themselves  are  not  treated  in  an  identical  manner  by  the 
principal  commissions  that  have  to  do  with  electric  railway  accounts. 
Thus  the  Interstate  Commerce  Commission,  which,  by  means  of  joint 
facilities  accounts,  excludes  pure  rent  from  the  operating  expenses  of 
steam  railroads,  abandons  the  joint  facilities  accounts  in  its  electric 
railway  classification  and  thus  permits  all  kinds  of  operating  rents  to 
be  included  in  operating  expenses.  The  New  York  commissions,  on 
the  other  hand,  have  excluded  all  rents  from  operating  expenses, 
although  they  permit  a  company  to  include  in  its  expenses  its  share 
of  the  cost  of  maintenance  and  operation  of  a  joint  facility  or  other 
property  not  owned.  Any  additional  payment  to  the  owner  as  a 
return  upon  the  investment  is  not  to  be  treated  as  an  operating  expense. 

It  seems  desirable  that  these  and  other  differences  of  less  signifi- 
ance  should  if  possible  be  harmonized,  as  they  are  likely  to  increase 
from  year  to  year  with  independent  interpretation.  Uniformity  in 
electric  railway  statistics  can  not  be  attained  without  the  co-operation 
of  the  State  commissions  that  supervise  the  principal  street  railroads, 
and  these  commissions  will,  it  is  to  be  hoped,  be  actively  represented 
on  all  conference  committees.  It  is  therefore  recommended  that  this 
Association  take  steps  toward  the  preparation  of  a  uniform  system  of 
accounts  through  a  committee  empowered  to  confer  not  only  with  thf^ 
Interstate  Commerce  Commission  and  the  Committee  on  A  Standard 
Classification  of  the  Electric  Railway  Accountants'  Association,  but 
also  with  other  committees  of  the  Accountants'  and  Engineering  As- 
sociations of  the  American  Electric  Railway  Association,  such  as  the 


Report  of  Delegates  to  Twenty-Fourth  Annual  Convention     33 

Committee  on  Statistical  Units,  the  Committee  on  Life  of  Railway 
Physical  Property,  and  the  Subcommittee  on  What  Constitutes  Mainte- 
nance. As  already  observed,  no  system  of  accounts  yet  adopted  has 
formulated  an  exact  distinction  between  repairs  and  replacements, 
although  such  distinction  is  absolutely  essential  to  the  determination 
of  proper  depreciation  allowances  in  the  regulation  of  rates. 

Certain  features  of  the  above  report  were  discussed  by  Mr.  Duffy, 
particularly  its  importance  with  respect  to  the  other  topics  under 
discussion,  to  which  reference  has  already  been  made. 

Emphasis  was  laid  upon  the  importance  of  the  electric  railway 
industry  and  the  policy  of  the  American  Electric  Railway  Association 
as  the  representative  of  the  industry. 

A  new  constitution  and  by-laws  were  adopted,  incorporating  certain 
revisions  and  changes,  but  not  in  any  way  affecting  the  affiliation  of 
the  American  Electric  Railway  Accountants'  Association  with  the 
National  Association  of  Railway  Commissioners,  except  possibly  to 
make  it  stronger  and  of  more  importance.  This  was  brought  about 
by  a  conference  between  your  delegates  and  the  Executive  Committee 
of  the  National  Association  of  Railway  Commissioners  and  the  im- 
portance of  maintaining  the  affiliation  previously  existing  between  the 
two  associations  was  emphasized  by  your  delegates  and  approved  by 
their  Executive  Committee. 

It  is  of  great  importance  that  a  representative  standing  committee  of 
this  Association  should  be  appointed  to  attend  the  annual  conventions 
of  the  National  Association  of  Railway  Commissioners  and  we 
earnestly  request  that  such  action  be  taken. 

The  next  convention  will  be  held  in  Washington,  D.  C,  October 
28,  1913,  which  will  not  conflict  with  the  date  of  our  Convention  as 
was  the  case  in  1911. 

Respectfully  submitted, 

C.   N.  Duffy, 
'  W.   F.   Ham, 

Delegates. 

Vice-President  Glover  : —  You  have  heard  the  report  of 
this  Committee.     What  action  shall  be  taken  upon  it? 

Mr.  Ham  : —  That  report  is  addressed  to  the  President  as 
well  as  to  the  members  of  the  Association.  I  presume  the 
incoming  President  will  attend  to  the  matter,  because  it  re- 
quires prompt  attention  on  account  of  the  Convention  coming 
quickly. 

Vice-President  Glover  : —  I  think  it  would  be  in  order  to 
have  a  motion  made  that  the  incoming  President  appoint  the 
Committee. 

3 
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Motion  made  and  seconded  that  the  report  be  accepted  and 
the  mcoming  President  be  directed  to  appoint  a  Committee  in 
hne  with  this  report.     (Motion  carried.) 

DISCUSSION  OF  THE  INCOME  TAX  LAW 

Vice-President  Glover  : —  As  you  all  know,  the  Income 
Tax  Law  which  is  now  in  effect  will  probably  give  us  some 
trouble  until  it  gets  straightened  out,  and  it  has  been  suggested 
that  we  might  have  a  discussion  of  this  subject  here.  If  any- 
one is  sufficiently  familiar  with  the  terms  of  the  law  to  give 
us  any  information  on  it,  we  should  like  to  hear  from  him. 
Mr.  Ham,  have  you  any  information  concerning  it? 

Mr.  Ham  : —  I  do  not  know  much  about  it. 

Vice-President  Glover: — Mr.  Sweney,  I  do  not  suppose 
you  have  looked  into  this  as  it  is  part  of  the  duties  of  the 
Internal  Revenue  Department. 

Mr.  Sweney  : —  I  have  not  looked  into  the  matter. 

JVTr.  Stubbs  : — What  particular  phase  have  you  in  mind; 
the  retention  at  its  source,  of  private  income? 

Vice-President  Glover: — In  regard  to  the  payment  of 
dividends  and  bond  interest ;  there  are  a  good  many  points 
coming  up  and  there  are  provisions  in  certain  bonds  which 
will  not  allow  the  deduction  of  the  tax,  and  the  companies  will 
have  to  make  provision  for  that. 

Mr.  Boy  Ian  made  the  suggestion  that  if  we  had  anyone  here 
familiar  with  the  law,  or  who  had  read  it  over  carefully,  there 
might  be  some  points  of  interest  to  us,  brought  out  by  dis- 
cussion. 

Mr.  Tingley  : —  I  do  not  want  to  be  quoted  as  speaking  at 
all  authoritatively,  because  this  is  a  large  and  difficult  subject. 
I  have  given  it  some  study,  as  applied  to  my  own  company, 
and  also  have  the  question  up  with  counsel  as  to  the  retention 
of  the  income  at  the  source,  and  I  am  advised  and  believe  that 
where  your  mortgage  provides  that  the  income  shall  be  paid 
without  deduction  for  any  present  or  future  tax,  the  company 
will  be  required  to  pay  the  tax;  and  the  tax  on  bonds  and  in- 
terest will  practically  be  without  any  deduction  for  the  $3,000 
or  $4,000  allowance.     As  far  as  dividends  are  concerned,  the 
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only  difference  between  the  income  tax  and  the  present  ordi- 
nary excise  tax,  which  the  companies  have  been  paying,  is  that 
the  $5,000  exemption  on  your  net  earnings  has  been  taken 
away.  The  corporation  is  taxed  i  per  cent  on  its  net  income ; 
and  the  net  income  is  defined  as  *'  consisting  of  your  receipts 
from  all  sources  including  the  profits  from  the  sale  of  prop- 
erty, less  the  usual  operating  expenses  and  due  allowance  for 
depreciation  and  not  more  than  the  interest  on  a  sum  equal 
to  one-half  of  the  total  sum  of  your  capital  stock,  bonded  and 
floating  debt.  Also  less  taxes,  but  not  less  the  tax  you  are 
called  upon  to  pay  under  this  law."' 

That  is  the  way  I  have  interpreted  it.  I  do  not  pretend  it  is 
authoritative,  but  that  is  my  idea  of  the  law.  We  had  an 
internal  revenue  man  in  the  office  ten  days  ago  and  he  based 
the  tax  on  the  actual  disbursements  during  the  year  and  not 
on  estimated  accruals. 

Mr.  C.  N.  Duffy: — How  about  the  coupon  interest? 

Mr.  Tingley  : —  You  are  entitled  to  deduct  interest  on  not 
more  than  one-half  the  total  sum  of  your  stock,  bonds  and 
floating  indebtedness. 

Mr.  C.  N.  Duffy  : —  I  mean  on  the  actual  amount  paid 
during  the  year. 

Mr.  Tingley  : —  The  law  reads  "  paid."  In  other  words,  I 
believe  you  will  have  to  deduct  the  portion  of  disbursements 
made  on  the  first  of  November. 

Mr.  Adkins  : —  There  is  one  feature  in  relation  to  this  in- 
come tax  which  the  various  speakers  have  not  touched  upon, 
and  that  is  that  new  income  tax  commences  from  March  i, 
191 3,  and  all  corporations  will  have  to  pay  under  the  old  Excise 
Law  from  the  first  of  January  up  to  the  first  of  March. 

Vice-President  Glover  : —  I  imagine  that  is  what  we  shall 
have  to  do,  pay  two  months  under  the  old  law  and  ten  months 
under  the  new  law. 

Mr.  Stivers: — There  are  one  or  two  questions  that  I 
would  like  to  ask  about  this  matter.  Are  we  paying  this  year 
the  1913  Corporation  Tax  or  the  1912  tax?  That  is,  does  the 
accrual,  based  upon  the  net  income  for  191 2,  apply  to  the  year 
1913,  or  is  it  a  tax  which  should  have  been  charged  in  1912. 
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Vice-President  Glover:— I  understand  it  to  be  the  1913 
tax. 

Mr.  Duffy: — The  Department  has  ruled  on  the  subject, 
that  the  tax  paid  in  1913  apphes  to  the  calendar  year  of  1912. 

Mr.  Stivers  : —  We  have  various  rules  on  that. 

Vice-President  Glover  : —  I  do  not  see  how  it  affects  the 
19 1 2  tax  which  was  paid  in  June,  191 3. 

Mr.  Stivers  : —  It  is  a  prepaid  tax.  There  is  another  point 
that  comes  up  and  that  is  this,  is  the  amount  retained  at  the 
source,  on  coupons,  considered  as  a  tax  or  a  deduction  from 
the  net  income? 

Vice-President  Glover  : —  I  should  like  to  have  the  Chair- 
man of  the  Committee  on  A  Standard  Classification  of  Ac- 
counts advise  us  on  that  subject. 

Mr.  Ham  : —  I  should  say  that  it  ought  to  be  considered  as 
a  tax. 

Vice-President  Glover: —  Mr.  Sweney,  will  you  give  us  an 
opinion  on  that  subject? 

Mr.  Sweney  : —  I  would  not  want  to  say  anything  officially, 
but  it  looks  like  a  tax. 

Vice-President  Glover: — I  think  Mr.  Tingley  said  some- 
thing about  not  allowing  deductions  for  that  tax,  but  deduct- 
ing the  other  taxes. 

Mr.  Tingley  : —  It  is  perfectly  true  that  you  are  not  allowed 
to  deduct  that  tax  in  ascertaining  your  net  income  for  the 
purpose  of  this  tax.  I  would  be  inclined  to  think  that  in  so  far 
as  bonds  that  one  already  issued,  free  of  that  tax,  that  you 
might  almost  charge  them  up  to  interest  or  discount  the  secu- 
rities, because  it  is  reflected  in  the  price  of  the  bonds.  In  the 
state  of  Pennsylvania,  tax  free  bonds  sell  from  two  to  five 
points  higher  than  bonds  that  are  taxable. 

Mr.  Huggins  : —  I  quite  agree  with  what  Mr.  Tingley  says 
in  contrast  to  Mr.  Ham  on  that  point.  We  charge  our  tax 
paid  in  the  state  of  Pennsylvania  on  registered  bonds  into  in- 
terest account,  as  it  is  a  part  of  the  costs  of  the  financing  and 
I  think  it  should  stand  there  the  same  as  the  tax  which  is  now 
under  discussion. 

Mr.  Ham  : —  I  might  say  that  the  Classification  of  Accounts 
is  something  that  is  not  going  to  be  changed  every  time  that 
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Congress  passes  a  new  law.  I  think  that  you  should  write 
on  the  books  the  amount  of  the  tax,  which  is  nothing  but  a  con- 
tribution that  the  company  is  called  to  make  to  the  munici- 
pality, the  State  or  the  Government,  and  as  to  whether  it  is 
deducted  in  making  the  return  to  the  United  States  Govern- 
ment, has  nothing  to  do  with  it,  but  in  issuing  new  securities, 
it  might  be  properly  considered  a  capital  expenditure. 

Mr.  Stubbs  : —  There  is  one  other  point  that  has  not  been 
brought  out.  In  a  newspaper  report  that  I  read  on  the  sub- 
ject, I  noticed  that  salaries  of  over  $3,000  are  to  be  taxed  "  at 
the  source  "  not  directly  from  the  individual,  but  by  the  com- 
pany with  which  the  individual  is  connected,  who  acts  as  an 
agent  of  the  Government. 

Mr.  Tingley  : —  The  tax  on  the  salaries  of  unmarried  men 
of  $3,000  and  in  excess  of  that,  and  for  a  married  man  living 
with  his  wife  —  that  is  the  language  —  $4,000,  the  excess  must 
be  reported  and  the  tax  retained  by  the  company. 

Mr.  Stubbs  : —  And  also  $500  for  each  child. 
■    Mr.  Tingley  : —  That  was  excluded  in  the  conference. 

Mr.  Duffy  : —  Mr.  Ham's  theory  that  this  deduction  for 
bond  interest  is  properly  chargeable  to  taxes  is  all  right  from 
one  line  of  reasoning.  I  think  it  is  sound  following  the  text 
of  the  classification,  but  at  the  time  that  the  classification  was 
adopted  the  income  tax  was  not  known  or  provided  for.  It 
seems  to  me  that  if  a  road  earns  $100,000  and  pays  i  per  cent 
on  it  and  then  has  to  deduct  a  certain  amount  for  income  tax 
of  its  bondholders  and  the  bondholders  have  to  pay  the  Govern- 
ment the  tax  you  cannot  very  well  consider  the  tax  an  ex- 
penditure, as  you  would  other  taxes.  It  seems  to  me  that 
would  necessarily  have  to  be  a  deduction  from  net  income. 

Applying  the  same  treatment  to  the  salary  of  the  officers, 
you  would  have  to  charge  the  tax  to  the  Salary  Account,  and 
I  do  not  think  that  would  work  very  well.  I  would  assume 
that  the  individual  receiving  the  salary  would  have  to  pay  the 
tax,  and  the  railway  company  in  this  instance  would  simply 
be  a  collector  for  the  Government. 
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Vice-President  Glover  : —  It  seems  to  me  that  if  the 
amount  is  paid  to  the  Government,  it  is  undoubtedly  a  tax  and 
should  be  treated  the  same  as  any  other  tax. 

Mr.  Tingley  : —  It  is  prohibited  by  law  to  use  any  subter- 
fuge to  evade  the  tax  —  it  certainly  is  not  a  tax  on  the  corpora- 
tion and  certainly  should  be  charged  to  the  Salary  Account  and 
simply  passes  through  a  clearing  account  on  your  books.  Now, 
the  tax  on  bonds  is,  I  think,  in  direct  analogy  with  that.  The 
corporation  is  prohibited  by  contracts  made  prior  to  the  act 
from  doing  this  and  therefore  must  assume  and  pay  it  them- 
selves on  account  of  that  contract,  and  not  on  account  of  any 
tax  levied  against  the  corporation. 

Vice-President  Glover  : —  Is  there  any  further  discussion 
on  this  subject?  It  is  a  very  important  subject  and  one  which 
is  going  to  interest  us  all  the  coming  year.  If  anyone  can  give 
us  any  further  information  on  this  subject  we  shall  be  glad  to 
hear  from  him. 

Since  there  is  no  further  discussion  on  this  subject  of  the  In- 
come Tax  we  will  proceed  with  the  next  paper  on  the  pro- 
gram which  is  the  paper  by  Mr.  Kalweit,  on  "A  Unit  Cost 
Work  Order  System." 


A  UNIT  COST  WORK  ORDER  SYSTEM 

By  George  W.  Kalweit, 
^«rf;7or.  The  Milwaukee  Electric  Railway  &  Light  Co.,  Milwaukee,  Wis. 

In  order  to  correctly  account  for  all  expenditures  made  in  connec- 
tion with  new  construction  and  equipment,  reconstruction  or  re-equip- 
ment, so  that  the  total  cost  of  a  specific  piece  of  work  as  well  as  the 
unit  costs  of  same  may  be  accurately  determined,  a  Unit  Cost  Work 
Order  System  is  necessary,  comprehensive  in  its  scope  and -practicable 
in  its  workings. 

Such  a  system  should  embody  the   following : 

(i)  Classification  of  Accounts. 

The  classification  of  accounts  should  be  in  sufficient  detail  to  keep 
in  touch  with  the  work  while  it  is  in  progress  and  insure  correct 
charges  being  made  to  the  proper  accounts.  Every  employe  of  the 
Company,  having  anything  to  do  with  the  charges  or  credits  and  their 
distribution,  should  thoroughly  understand  the  classification  of  ac- 
counts and  its  application. 
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(2)  Timekeeping  System. 

The  timekeeping  system  should  be  simple  enough  to  be  fully 
understood  and  readily  applied  by  the  average  timekeeper,  this  being 
absolutely  necessary  for  the  accurate  reporting  of  labor  charges  and 
their   distribution,  as  well  as  the  "  man  hour  cost." 

(3)  System  For  Recording  Material  and  Supplies  Used  and  Distribu- 

tion of  Charges. 
The  system  for  recording  material  and  supplies  used,  the  unit 
quantities  thereof,  as  well  as  the  distribution  of  charges  and  credits, 
is  of  the  greatest  importance,  as  it  is  in  this  part  of  the  work  that 
the  liability  of  making  errors  is  most  likely  to  occur  and  most 
difficult  to  detect  and  adjust.  The  system  should  comprehensively 
cover  the  ordering,  delivery  and  receipt  of  material  and  supplies,  also 
the  record  of  material  and  supplies  rejected,  returned,  or  transferred 
from  one  work  order  job  to -another. 

(4)  Unit  Quantities. 

The  unit  quantities  used  to  ascertain  unit  costs  should  be  the 
actual  unit  quantities  determined  by  measurement  of  the  completed 
work.  The  actual  unit  quantities  are  not  necessarily  the  estimated 
unit  quantities,  or  the  unit  quantities  built  up  from  the  distribution 
of  labor  charges  and  the  distribution  of  material  charges.  The  use 
of  the  actual  unit  quantities  determined  after  the  work  is  completed, 
in  compiling  the  analysis  of  the  charges  and  their  unit  costs,  is  an 
invaluable  check  against  the  cost  of  the  work,  as  well  as  the  unit 
quantities  shown  on  the  books. 

(5)  Analysis  of  Charges  and  Unit  Costs. 

An  analysis  of  the  charges  and  their  unit  costs  should  be  prepared 
and  finished  immediately  after  the  work  is  completed  and  the  work 
order  is  closed,  or  the  analysis  loses  its  value  and  the  work  order 
system  fails  to  accomplish  the  purpose  for  which  it  was  devised. 
It  is  therefore  important  that  the  accounting  system  be  so  planned 
and  the  record  of  the  work  performed  as  it  progresses  be  so  kept, 
that  the  preparation  of  the  analysis  upon  the  completion  of  the  work 
will  not  involve  anything  more  than  the  assembling  of  the  data  as 
recorded  on  the  books. 

The  "Unit  Cost  Work  Order  System"  of  The  Milwaukee  Electric 
Railway  and  Light  Company,  which  I  will  endeavor  to  explain,  has 
proven  practicable  in  its  application  and  satisfactory  in  attaining  the 
desired  results.  The  Company  has  made  it  a  practice  to  issue  "  Specific 
Work  Orders  "  for  each  piece  of  work  undertaken,  covering  charges 
to  Capital  Expenditure  Accounts  or  Reserve  Fund  Expenditure  Ac- 
counts, or  special  charges  in  Operating  Expense  Accounts  (Work 
Order  Charges),  unless  such  charges  would  be  covered  by  "General 
Work  Orders." 
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INSTRUCTIONS  COVERING  WORK  ORDER  CHARGES  TO  CAPITAL  EX- 
PENDITURE ACCOUNTS,  RESERVE  FUND  EXPENDITURE  ACCOUNTS, 
OR   OPERATING   EXPENSE  ACCOUNTS 

The  Company's   Classification  of  Accounts  prescribes: 

(A)  Capital  Expenditure  Accounts  (Work  Order  Charges)  should 
include  charges  constituting  expenditures  for  construction  and  equip- 
ment, additions  and  betterments,  including  intangible  capital  ex- 
penditures properly  chargeable  to  "  Property  and  Plant." 

These  charges  are  to  be  carried  on  Work  Orders  either  through 
a  "  Specific  Work  Order,"  or  a  "  General  Work  Order,"  issued  to 
cover  charges  properly  chargeable  to  Capital  Expenditure  Accounts. 

Charges  and  credits  to  Capital  Expenditure  Accounts  must  be  in 
accordance  with  Classification  of  Capita!  Expenditure  Accounts 
(Work  Order  Charges),  as  follows: 

Railway  Department 
(Exhibit  I) 

(B)  Reserve  Fund  Expenditure  Accounts  (Work  Order  Charges) 
should  include  charges  constituting  expenditures  for  reconstruction, 
re-equipment,  betterments,  or  uncurrent  and  extraordinary  expendi- 
tures, properly  chargeable  against  "  Maintenance  and  Depreciation 
Reserve  Fund,"  as  distinct  from  construction  and  equipment,  addi- 
tions and  betterments,  or  intangible  capital  expenditures,  properly 
chargeable  to  "Capital  Expenditure  Accounts  "  or  current  ordinary 
maintenance  charges,  properly  chargeable  to  "  Operating  Expense 
Accounts." 

These  charges  are  to  be  carried  on  Work  Orders  either  through 
a  "  Specific  Work  Order  "  or  a  "  General  Work  Order  "  issued  to 
cover  charges  properly  chargeable  against  "  Maintenance  and  De- 
preciation Reserve  Funds." 

Charges  and  credits  to  Reserve  Fund  Expenditure  Accounts  must 
be  in  accordance  with  classification  of  Reserve  Fund  Expenditure 
Accounts    (Work  Order  Charges),  as  follows: 

Railway   Department 
(Exhibit  2) 

(C)  Operating  Expense  Accounts  (Work  Order  Charges)  should  in- 
clude Work  Order  Charges  properly  chargeable  to  operating  ex- 
penses, separated  from  regular  charges  to  operating  expenses,  for 
the  purpose  of  ascertaining  the  cost  of  a  specific  job.  The  cost  of 
the  job  to  be  transferred  monthly  to  the  appropriate  Operating  Ex- 
pense Accounts. 
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CLASSIFICATION    OF    WORK  ORDERS 

Work  Orders  are  divided  into  two  classes : 

(A)  Specific  Work  Orders 

(B)  General  Work  Orders 

(A)  Specific  Work  Orders: 

A  "  Specific  Work  Order  "  should  carry  the  charges  lor  a  specific 

job,  for  example : 

(i)  Construction  of  i.oo  mile  of  double  track  in  27th  Street  from 
North  Avenue  to  Burleigh  Street,  7  in.  95  lb.  Tee  rail ;  350  cast 
welded  joints;  205  Splice  joints;  necessary  special  work;  brick 
and  granite  paving;  necessary  electric  line  construction  work. 

(2)  Remodeling  of  300  standard  city  cars  into  P-A-Y-E  cars. 

(B)  General  Work  Orders: 

A   "  General   Work   Order  "   should  carry  the   charges   for  certain 
general  work  during  a  current  year,  for  example : 

(1)  Purchase  or  construction  and  installation  of  new  and  additional 
shop  equipment  —  Year  1913. 

(2)  Cast  welding  joints  on  various  Milwaukee  City  lines  —  Year  1913. 

WORK  ORDER  REQUISITIONS    (FORM   1555) 
(Exhibits  3-4) 
For  the  guidance  of  Departmental  Heads,  the  Accounting  Depart- 
ment issues  the  following  instructions  regarding  Work  Order  Requi- 
sitions covering  Capital  Expenditures  or  Reserve  Fund  Expenditures : 

(A)  All  work  properly  classified  as  a  "  Capital  Expenditure,"  or  a 
"  Reserve  Fund  Expenditure,"  as  distinct  from  a  "  Maintenance 
Charge"  (properly  chargeable  in  "Operating  Expense  y\ccounts"), 
must  be  authorized  through  "  Work  Order  Requisitions." 

(B)  "  Work  Order  Requisitions  "  should  describe  the  work  to  be  done, 
the  reason  for  doing  it,  the  estimated  cost  of  same  in  detail.  "  Work 
Order  Requisitions  "  should  be  sent  to  the  Accounting  Department 
for  the  proper  distribution  and  charge,  to  be  in  turn  passed  to  the 
properly  authorized  official  for  approval,  and  then  returned  to  the 
Accounting  Department  for  the  issuing  of  the  "  Work  Order  Notifi- 
cation." 

(C)  "Distribution  of  Estimated  Cost"  must  be  drawn  up  to  conform 
with  the  distribution  prescribed  by  the  Classification  of  Accounts. 
This  distribution  is  carried  by  the  Accounting  Department  for  all 
"  Capital  Expenditure  Work  Orders,"  but  not  for  other  Work 
Orders,  unless  a  request  is  embodied  in  the  "  Work  Order  Requisi- 
tion "  to  do  so. 
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(D)  "  Details  of  Estimated  Cost"  must  be  drawn  up  in  accordance 
with  classification  of  Capital  Expenditure  Accounts  (Work  Order 
Charges),  (Exhibit  i),  or  Reserve  Fund  Expenditure  Accounts 
(Work  Order  Charges),   (Exhibit  2). 

WORK  ORDER  NOTIFICATION  (FORM  558) 

(Exhibit  s) 

When  the  approved  "  Work  Order  Requisition  "  reaches  the  Account- 
ing Department,  it  is  carefully  scrutinized  and  the  calculations  of 
"  Details  of  Estimated  Cost "  checked.  If  found  to  be  properly  drawn, 
the  serial  number  is  assigned,  the  "  Work  Order  Notification  "  issued, 
and  a  copy  of  same  sent  to  all  the  Departmental  Heads. 

The  "  Work  Order  Notification,"  with  proper  identification  number 
assigned,  shows  the  department  from  which  the  "  Work  Order  Requisi- 
tion "  originated,  the  title  of  the  Work  Order,  the  description  of  the 
work,  the  estimated  cost,  as  well  as  the  distribution  and  charge. 

WORK    ORDER   INDEX 

(Exhibits  6-y) 

The  Accounting  Department's  copy  of  the  "  Work  Order  Notifica- 
tion"  is  entered  on  the  Work  Order  Index  which  shows  the  Date 
Issued,  Work  Order  Number,  Description,  Distribution  and  Charge, 
Sub  Index  Page  and  Date  Completed.  The  Work  Order  Index  thus 
combines  a  ready  reference  and  record. 

WORK   ORDER   DISTRIBUTION   SHEET   SHOWING   COST   OF   EACH   JOB 

(FORM  548) 

(Exhibit  8) 
The  Accounting  Department's  copy  of  the  "  Work  Order  Notifica- 
tion "  is  entered  on  a  loose  leaf  distribution  sheet,  to  which  charges 
are  posted  from  day  to  day  as  the  work  is  in  progress,  the  charges 
being    carried    according    to    the    distribution    and    charge    prescribed, 
separated  as  between  "  Labor  "  and  "  Sundries." 
"  Labor,"  according  to  the  Classification  of  Accounts,  is  defined  as  : 
"  Pay  Roll  Charges,"  covering  manual  labor,  clerical  work,  engineer- 
ing and  superintendence. 

"  Sundries,"  according  to  the  Classification  of  Accounts,  is  defined  as : 
"  Sundry  Charges,"  other  than  "  Pay   Roll   Charges,"  covering  ma- 
terial and  supplies,  tools  and  expenses. 

The  charges  segregated  as  between  vouchers  or  journal  entries,  the 
latter  including  charges  for  material  and  supplies,  disbursed  from 
Stores,  charges  from  Special  Account  Reports,  such  as  Horse  and 
Vehicle  Service,  Cast  Welding,  Gravel  Pits,  etc.,  are  carried  in  a  con- 
trolling account  on  the  General  Ledger  called  "  Work  Orders." 
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RECAPITULATION  OF  WORK  ORDER  CHARGES  FOR  GENERAL  JOURNAL 

ENTRY 

(Exhibit  9) 

A  recapitulation  is  made  at  the  end  of  the  month  summarizing  the 

total  charges  to  each  Work  Order,  from  this  recapitulation  tne  total 

Work  Order  Charges  are  transferred  to  the  proper  General  Ledger 

Accounts  by  General  Journal  Entry,  as   follows : 

3102  —  Capital  Expenditures  —  Current  Fiscal  Year 

3179A — Maintenance    and    Depreciation    Reserve  —  Current    Fiscal 

Year 
3129  —  Operating  Expenses 
To 

3127  —  Work  Orders 

Distribution  and  charge  of  Work  Orders  for  the  month  of  Septem- 
ber, 1913. 

All  charges  to  the  controlling  account  "  Work  Orders  "  on  the  Gen- 
eral Ledger,  are  closed  out  monthly. 

CLASSIFICATION  OF  WORK  ORDKR  CHARGES 

(Exhibits  lo-ir) 
The  charges  to  each  Work  Order  are  recapitulated  in  accordance 
with  the  Classification  of  "  Capital  Expenditure  Accounts,"  "  Reserve 
Fund  Expenditure  Accounts,"  or  '"  Other  Accounts,"  as  previously 
described  and  shown  by  Exhibits  (i)  and  (2).  The  total  of  these 
charges  to  the  respective  accounts  affected,  are  then  transcribed  on  the 
"Monthly  Financial  and  Operating  Report" — Exhibit   (11). 

MONTHLY  ^^OEK  ORDER  REPORT 

(Exhibit  12) 

All  Work  Orders  are  scheduled  monthly,  showing  the  Work  Order 
Number,  Date  Issued,  Description,  Charges  Current  Month,  Year  to 
Date,  Total  to  Date,  separated  as  between  "  Labor  "  and  "  Sundries," 
Estimate,  Company  and  Account  as  between  "  Capital  Expenditure 
Accounts,"  "  Reserve  Fund  Expenditure  Accounts,"  etc.  The  monthly 
Work  Order  Report  is  forwarded  to  all  Departmental  Heads,  thereby 
giving  them  an  opportunity  to  follow  the  work  as  to  charges  and 
costs. 

The  foregoing  outlines  the  system  followed  in  obtaining  the  total 
costs  of  various  pieces  of  work  or  jobs  properly  classified  in  accord- 
ance with  the  Classification  of  Accounts  as  per  Exhibits   (i)  and  (2). 
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WOEK  ORDER  UNIT  COSTS 

In  order  to  ascertain  the  costs  of  the  various  items  entering  into 
a  work  order  or  job,  to  determine  unit  costs,  an  amplification  of  the 
Classification  of  Capital  Expenditure  and  Reserve  Fund  Expenditure 
Accounts  previously  referred  to  is  necessary.  This  amplification  in 
connection  with  the  accounts  dealing  with  construction  or  reconstruc- 
tion of  "Roadway  and  Track,"  is  provided  for  by  the  following: 

Railway  Department 
(Exhibit  13) 

WORK   ORDER   UNIT    COST   RECORD    (SUB-DISTRIBUTION) 

(Exhibit  14) 
A  loose  leaf  sub-distribution  sheet  is  used  for  recording  the  dis- 
tribution and  unit  cost  data  for  each  Work  Order.  The  charges  ap- 
pearing in  total  on  the  Work  Order  Distribution  Sheet,  Exhibit  8, 
previously  shown,  are  posted  in  detail  on  the  sub-distribution  sheet 
giving  the  date,  reference,  unit,  description  of  the  item,  unit  rate, 
separated  as  between  labor  and  sundries,  and  the  total  agreeing  with 
the  amount  shown  on  the  Work  Order  Distribution  Sheet,  Exhibit  8. 
This,  of  course,  entails  a  great  deal  of  detail  work,  listing  the  items 
under  the  various  distribution,  but  after  the  data  is  assembled,  it  is 
comparatively  easy  to  draw  ofif  accurate  unit  costs.  The  sub-distribu- 
tion sheet  further  provides  facilities  for  working  out  "  specific  unit  " 
costs  and  "  common  unit"  costs,  as  shown  by  the  following: 

Group  I.  Grading.     This  is  subdivided  as  follows : 
i-L    Excavation   (Labor) 

The  specific  units  applicable  to  excavation  labor  would  be  "  man 
hours  "  and  "  cubic  yards,"  whereas  the  common  unit  would  be  "  lineal 
foot  of  track." 

Group  11.   Ballast.     This  is  subdivided  as   follows: 
2-M     Crushed   Stone    (Material) 

The  specific  unit  applicable  to  crushed  stone  would  be  "  cubic  yards," 
whereas  the  common  unit  would  be  "  lineal   foot  of  track." 

TIME-BOOK 

(Exhibit  is) 
A  very  important  factor  in  order  to  be  able  to  assemble  the  labor 
items  accurately,  to  ascertain  the  "  specific  "  and  "  common  "  unit  costs, 
is  the  manner  in  which  the  timekeepers  report  the  distribution  of  the 
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labor.  All  timekeepers  are  supplied  with  a  copy  of  the  Classification 
of  Accounts,  showing  only  the  labor  accounts.  The  timekeeper  on  the 
job  checks  his  gang  four  times  a  day,  twice  in  the  morning  and  twice 
in  the  afternoon,  indicating  the  account  number  in  the  little  square 
opposite  each  man's  name,  to  record  and  show  the  work  that  he  is 
doing.  Each  timekeeper  recapitulates,  daily,  the  total  hours  worked 
by  his  gang,  showing  the  hours  under  the  various  rates  and  the  various 
charge  accounts.  This  information  is  reported  on  a  daily  labor  distribu- 
tion sheet.  Exhibit  16. 

CLOSING  OF  WORK  ORDERS 

(Exhibit  17) 

When  the  work  covered  by  a  given  Work  Order  is  completed,  the 
coupon  attached  to  the  "  Work  Order  Notification,"  is  sent  to  the 
Accounting  Department  by  the  Department  in  which  the  "  Work  Order 
Requisition "  originated,  as  a  notification  to  close  said  Work  Order. 

Upon  receipt  of  the  notification  described  in  (A)  the  Account- 
ing Department  makes  an  investigation  of  the  Work  Order  Charges 
on  the  books,  compares  same  with  the  estimate,  and  if  found  to  be 
in  order  the  Work  Order  is  closed.  Differences  between  actual  cost 
and  estimated  cost  are  sometimes  accounted  for  by  reason  of  balances 
to  be  paid  on  contracts  or  certain  credits  to  be  applied  which  have  not 
been  taken  on  the  books  and  which  the  other  Departments  may  not  know 
of.  If  the  cost  does  not  vary  from  the  estimate  more  than  5%,  the 
Work  Order  is  closed,  otherwise  the  Accounting  Department  holds  the 
Work  Order  open,  notifying  the  Department  drawing  the  Work  Order 
to  investigate  the  charges  and  furnish  an  explanation.  The  Account- 
ing Department  sends  out  a  notice  in  the  form  of  a  letter  to  all  De- 
partments, listing  the  Work  Orders  that  have  been  closed.  Work 
Orders  are  always  closed  as  of  the  end  of  the  month. 

UNIT  COST  ANALYSIS  AFTER  COMPLETION  OF  WORK  ORDERS 

(Exhibit  18) 

After  the  completion  of  a  Work  Order  a  Unit  Cost  Analysis  is  pre- 
pared for  each  Work  Order,  showing  the  Group  Number,  Item  Num- 
ber, Item,  Unit,  Quantity,  Specific  Unit  Cost,  Common  Unit  Cost,  Item 
Cost,  Group  Total,  Remarks. 

Remarks  cover  the   following : 

1  —  Date  work  was  begun 

2  —  Date  completed 

3  —  Weather  conditions 
4 — Soil  conditions 

5  —  Labor  conditions 

6  —  Reconciliation  of  estimated  cost  with  actual  cost. 
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SUMMARY 

It  may  be  argued,  especially  by  the  smaller  electric  railway  companies, 
that,  from  a  financial  standpoint,  the  cost  of  a  work  order  system, 
particularly  the  keeping  of  unit  costs,  would  be  too  great  to  warrant 
the  expense  involved.  In  answer  to  this,  it  should  be  understood  that 
while  it  might  be  desirable  to  have  the  unit  costs  of  every  piece  of 
work,  it  is  not  necessary,  provided  unit  costs  are  determined  for  each 
class  of  work. 

Unit  costs  are  extremely  valuable,  in  fact  absolutely  necessary,  in 
making  or  checking  valuations  of  properties.  For  this  purpose,  unit 
costs  have  an  asset  value,  worth  all  and  many  times  more  than  the 
expense  incurred  in  ascertaining  them. 

The  importance  and  necessity  of  a  Unit  Cost  Work  Order  System 
is  of  special  significance  at  this  particular  time,  in  view  of  the  fact 
that  there  is  to  be  a  valuation  made  of  all  the  interstate  electric  rail- 
way companies  of  the  United  States  by  the  Interstate  Commerce  Com- 
mission, and  also  because  of  the  increasing  number  of  state  commis- 
sions exercising  supervision  over  electric  railways  within  their  respec- 
tive states  and  of  the  increasing  number  of  valuations  of  electric  rail- 
way properties  being  made  by  such  commissions. 

The  usual  experience  of  an  electric  railway  company,  when  a  valua- 
tion of  its  property  is  made,  is  that  data  is  not  available  with  which 
to  substantiate  the  various  charges  made  to  "  Capital,"  or  "  Mainte- 
nance and  Depreciation."  This  results  in  estimated  valuations,  usually 
far  below  actual  costs,  due  principally  to  extraordinary  and  unforeseen 
conditions  encountered  during  construction,  greatly  increasing  the 
normal  or  estimated  costs,  which  costs  engineers'  estimates  do  not 
cover. 

In  my  opinion,  there  is  no  work  performed  in  the  Accounting  De- 
partment of  an  electric  railway  company  of  greater  importance  or 
valtie  than  the  work  covered  by  a  Unit  Cost  Work  Order  System, 
such  as  I  have  endeavored  to  cover  briefly  in  the  presentation  of  this 
paper. 
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(Exhibit  i) 

CLASSIFICATION    OF    CAPITAL    EXPENDITURE 
ACCOUNTS 

(WORK   ORDER   CHARGES) 

Railway  Department,   72  Accounts,   Numbered   1101-1200. 

Classification  Accounts 

A     iioi      Organization. 
B     1 102     Franchises. 
C     1 103     Rights,  Licenses,  etc. 
D     1104     Right  of  Way. 
E     Land. 

1 105  Land   for  Stations,  Waiting  Rooms  and   Miscellaneous 

Way  Buildings. 

1106  Land  for  Power  Plant  Buildings. 

1107  Land  for  Sub  Station  and  Transformer  Station  Build- 

ings. 

1108  Land  for  Storage   Battery   Buildings, 
nog     Land  for  General   Office  Buildings. 

mo     Land  for  Shop  and  Car  House  Buildings, 
nil     Land  for  Docks  and  Wharves. 

1 112  Land  for  Stores    Department    Buildings    and    Storage 

Yards. 

1 1 13  Land  for  Utility  Equipment  Buildings. 

1 114  Miscellaneous  Land. 
F     Roadway  and  Track, 

1 115  Grading. 

1 116  Ballast. 

1117  Ties. 

1 118  Rails,  Rail  Fastenings  and  Joints. 

1 119  Special  Work. 

1120  Paving. 

1 121  Track  Laying  and  Surfacing. 

1 122  Roadway  and  Track  Tools. 

1123  Tunnels,  Bridges,  Trestles,  Culverts  and  Subways. 

1124  Crossings,  Fences,  Cattle  Guards  and  Signs. 

1 125  Interlocking  and  Other  Signal  Apparatus. 
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Classification  — (Continued) . 
G     1 126     Telephone  System. 

H     Electric  Line. 

1 127  Overhead  Transmission   System. 

1 128  Underground   Transmission   System. 

1 129  Overhead    Distribution    System. 

1 1 30  Underground  Distribution  System. 

I     Buildings,  Fixtures  and  Grounds. 

1 131  Statipns,  Waiting  Rooms  and  Miscellaneous  Way  Build- 

ings, Fixtures  and  Grounds. 

1 132  Boiler  Plant  Buildings,  Fixtures  and  Grounds. 

1 133  Steam  Power  Plant  Buildings,  Fixtures  and  Grounds. 

1 134  Gas   Producer  Plant  Buildings,  Fixtures  and  Grounds. 

1 135  Gas   Power   Plant   Buildings,   Fixtures  and  Grounds. 

1 136  Hydraulic  Power  Plant  Buildings,  Fixtures  and  Grounds. 

1 137  Sub   Station  and  Transformer   Station   Buildings,   Fix- 

tures and  Grounds. 

1 138  Storage  Battery  Buildings,  Fixtures  and  Grounds. 

1 139  General  Office  Buildings,  Fixtures  and  Grounds. 

1 140  Shop  and  Car  House  Buildings,  Fixtures  and  Grounds. 

1 141  Docks  and  Wharves. 

1 142  Stores  Department  Buildings,  Fixtures  and  Grounds. 

1 143  Utility   Equipment  Buildings,   Fixtures  and   Grounds. 

1 144  Miscellaneous   Buildings,   Fixtures  and  Grounds. 

J     Power  Plant  Equipment. 

1145  Boiler  Plant  Equipment. 

1 146  Steam  Power  Plant  Equipment. 

1 147  Gas   Producer   Equipment.  _ 

1 148  Gas  Power  Plant  Equipment. 

1 149  Hydraulic   Power  Works. 

1 150  Hydraulic  Power   Plant  Equipment. 

1151  Sub  Station  and  Transformer  Station  Equipment. 

1152  Storage    Battery    Equipment. 

K     Rolling  Stock  and  Miscellaneous  Equipment. 

1 153  Revenue  Cars. 

1 154  Revenue  Locomotives. 

1155  Electric    Equipment    of    Revenue    Cars    and    Revenue 

Locomotives. 

1 156  Railway  Utility  Equipment. 

1 157  Miscellaneous  Utility  Equipment. 

1 158  Shop  Equipment. 

1 159  Office  Equipment. 

1160  Stores  Equipment. 

1 161  Miscellaneous  Equipment. 
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Classification  — (Continued). 

L     Miscellaneous  Capital  Expenditures. 

1162     Interest   on   Current   Capital    Expenditures. 
*ii63     Bond  Discount  and  Expense. 

1 164  Salaries  During  Construction. 

1 165  Office   Supplies   and   Expenses    During   Construction. 

1 166  Stationery  and  Printing  During  Construction. 

1 167  Law  Expenses  During  Construction. 

1168  Injuries  and  Damages  During  Construction. 

1169  Insurance  During  Construction. 

1170  Taxes   During  Construction. 

1 171  Miscellaneous     Expenditures     During     Construction  — 

Railway  Department. 

This  account  should  include  "  Engineering  and  Super- 
intendence "  in  connection  with  preliminary  or  general 
construction  work  which  cannot  be  assigned  to  specific 
construction  work.  If  desirable,  or  necessary,  a  sub- 
sidiary account  to  cover  such  expenditures  made  may 
be  opened  to  be  entitled  1171A,  Engineering  and  Super- 
intendence on  Preliminary  or  General  Construction 
Work. 

1 172  Cost  of  Plant  Purchased  (in  lieu  of  plant  constructed). 


*  To  apply  only  to  Bonds  issued  to  cover  intangible   and   tangible  capital    expenditures 
incident  to  the  inception,  construction  and  acquisition  of  Property  and   Plant. 
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(Exhibit  2.) 

CLASSIFICATION    OF    RESERVE    FUND    EXPENDITURE 

ACCOUNTS 

(WORK   ORDER  CHARGES) 

Railway  Department,   18  Accounts,   Numbered   1501-1600. 

Classification  Accounts 

AA     1501     Roadway  and  Track. 
BB     1502     Telephone  System. 

CC     Electric  Line. 

1503  Overhead  Transmission  System. 

1504  Underground  Transmission  System. 

1505  Overhead  Distribution  System. 

1506  Underground   Distribution   System. 

DD     1507     Buildings,   Fixtures  and  Grounds. 

EE     1508     Power  Plant  Equipment. 

FF     Rolling  Stock  and  Miscellaneous  Equipment. 

1509  Revenue  Cars. 

1510  Revenue  Locomotives. 

151 1  Electric    Equipment    of    Revenue    Cars    and    Loco- 

motives. 

1512  Railway  Utility  Equipment. 

1513  Miscellaneous  Utility  Equipment. 

1514  Shop   Equipment. 

1515  Office  Equipment. 

1516  Stores    Equipment. 

1517  Miscellaneous  Equipment. 

GG     1518     Miscellaneous    Reserve   Fund   Expenditures. 
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The  MUwaukcc  ElcctHc  Ritlway  lod  Ltgbl  Compuy 

WORK  ORDER  REQUISITION 

MR ,  Vice  Pres't  &   Aes't  Gen'l  Mgr. -Railway  I3gp.Jt>-    August  15 

PLEASE  AUTHORIZE  THE  ISSUANCE  OF  A  WORK  ORDER  TO  covsRi The  Construction  of  a 
double  track  electric  street  oar  line  on  27th  Street  from  Horth  Avenu* 
to  Burleigh  Street  including  a  double  track  crossing  and  branch-off  at 
27th  Street  and  Horth  Avenue;  a  double  track  crossing  at  27th  Street 
an'd  Fond  du  Lac  Avenue;  a  double  track  crossing  and  two  U.  B.  M.  L. 
curves  at  27th  and  Center  Streets  and  a  standard  crossover  at  27th 
Street  near  Burleigh  Street.   Distance  5280  feet  or  2.00  miles  of 
single  track.   Track  to  be  construe  led  of  7"  95#  Tee  rail  on  cinder 
ballast  in  macadam  street. 


O,.T-,=.r,0H0rCST,-*T.„C0=T 

.*BO. 

M,S=.L.*H.O., 

TOT.U 

I 

GRADIHG 

II 

BALLAST 

III 

TIES 

IV 

RAILS,    RAIL  FASTENINGS  &    JOINTS 

V 

SPECIAL  WORK 

VI 

PAVIHG 

VII 
VIII 

TRACK  LAYING  &   SURFACING 
ROADWAY  &   TRACK   TOOLS 

EXHIBIT-3 

IX 

ENGINEERING  i   SUPERINTEliDEl^CE 

X 

OVERHEAD  DISTRIBUTION   SYSTEM 

XI 

UNDERGROUND  DISTRIBUTION    SYSTEK 

XII 

TOTAL 

. 

To  be  uQl  lint  to  Acct.  Department  fot  CUutitcalloo-lt 


Engineer  Way  and  Structures 

I  Executive  OfHce  (or  Aulhort«1loo-thcD  lo  Acct,  Department  (or  Work  Order  Noti(lc»Iloo. 


.  CLASSIFICATION 
(To  be  (llled  out  by  Accounting  Department) 

T.M.E.R.&  L.  Co.  3102-Capital  Expenditures-Railway  "F""1115-1122,  1125A, 

"H"  1129,1130. 

Accouallog  Dcfaltmcol 

3^ Auditor. 


Vice  Pres't  4  Aas't  Gen'J  Kgr. 
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DETAILS  OF 

ESTIMATED  COST 

rrtM 

""  ( 

0«.»T,TY 

UNIT  COST 

.Tt»   CO.T 

O.OUPTOT.U 

I 

a 
•b 

GRADING: 

Excavating  &  refilling 

macadam                               i 
Excavating  &  dlspoaing 
of  surplus   dirt                    1> 

■ 

II 

a 
b 

BALLAST: 

Cinders                                        M 

Concrete                                     M 

■ 

III 

a 

b 

TIES: 

d'    6"   Cedar                              M 

8'  Oa-iC                                         M 

ea 

ea 

IV 

a 

b 

RAILS.    IVVIL  FASTENINGS  i 

JOINTS: 
7"    95#  T«e   Rail                       M 
Cast  Weld  Joints                   M 

ton 
ea 

EXHl 

BlT-4 

V 

b 

igfi^v!°fi7th  St. 

Lay-djit   (shop  made)             M 
Fond  du  Lac  Ave  &  27th 
St.    Lay-out    (shop  made)    U 

ea 

VI 

a 

b 

PAVING: 

Concrete   foundation           M 

Mixing  Sc  Placing                   h 

cy 

VII 

t 

TRACK  LAYING  &  SURFACING: 
Laying  &  spacing   ties        L 
Laying  rail  t   special 

work                           L 

ia. 
ton 

VIII 

ROADWAY  &  TRACK  TOOLS:  MI  SC 

%   (of  Labor  Cost) 

1                     1 

%  (of  Labor  COst) 

IX 

ENGINEERING  fi:  SUPERINTENB- 

■  Shoe:'  l " 

X 

a 
b 

OVERHEAD  DISTRIBUTION 
SYSTEM: 

#2/0  B  &  S  gauge   grooved 
trolley  wire                            M 
Setting  poles                          L 

lb 
ea 

XI 

a 

b 

UJTOERGROmTD  DISTRIBUTION 

ea 

SYSTEM: 
Crossbonda                                " 
Placing  bonds                         I. 

A  Unit  Cost  Work  Order  System  53 


The  Miiviukec  CiccUtc  Railway  4od  Ugbt  Ccoipanv. 

WORK  ORDER  NOTIFICATION 

WorkOrdtrNo.  5429  Auihoowd  August   17, 

Dcpartmeni  ^*y  Snd  StructurOB 

GcwaJTiita  Construction  of  1.00  inlle   of  double   track  in  27th  Street   from 
^orth  Avenue   to  Burleigh  Street,    7"   95  Tee  rail;    350  cast  welded  jointe; 
205   splice  joints;   necessary  special  work;   brick  and  granite  paveing- 
ilecesBary  electric   line  construction  work. 


TO  HEADS  OF  DEPAFTMENTS,- 

The  iuiusce  of  thit  WORK  ORDER  hu  been  authoriud  lo  covci 

Construction  of  a  double  track  electric  street  car  line  on 
27tJi  St.  from  North  Ave.  to  Burleigh  St.  Including  a  double  track  cross- 
ing and  branch-off  at  27th  St.  and  North  Ave.;  a  double  track  crossing 
at  27th  St.  and  Fond  du  Lac  Ave,;  and  double  track  crossing  and  two 
U.  B.  M.  L.  curves  at  Z7th  and  Center  Sts.  and  a  standard  crossover 
at  27th  St.  near  Burleigh  St.  Distance  5280  ft.  or  2.00  miaes  single 
track.  Track  to  be  constructed  of  7"  95  Tee  ra  11  on  cinder  ballast  In 
macadam  street. 

Estimated  Cost:   Labor,  t   .;   Sundries,  $   .;   Total,  $ 


DlSTStBimOS  AND  CHAKCEi- 

1.  Grading  ■••  7.  Track  Laying  and  Surfacing 

2.  Ballast  8.  Roadway  &  Track  Tools 

3.  Ties  9.  Engineering  &  Superintendence 

4.  Rails,  Rail  Fastening3\&  Joints  10.  Overhead  Distribution  System 

5.  Special  Work  11,  Underground  Distribution  System. 
C.  Paving 


INSTKUCnONSi— 

All  tipcndttures  in  connection  with  or  incident  lo  abo»e  must  be  charged  lo  thii  WORK  ORDER,  and  all 
uouud.  traniferred  or  scrap  material  credited  to  same,  in  accordance  with  the  distribution  and  charge  shown  above. 

When  work  is  completed,  the  Accounting  Department  should  be  notified  on  attached  blank. 
CLASSinCATIOS^ 

T.  11.   E.    R.   &  L.   Co.    3102-Capital  Expenditures-Railway  "F"   1115-1112, 1125  il 

"H"    J129.1130 

ACCOUNTING  DEPARTMENT 

By ,   Auditor. 

5429 


WORK  ORDCR  NO.     b429  Way  and  Structures  Depano 


ACCOUNTING  DEPARTMENT,— 

The  work  spedfitd  under  abo»e  WORK  ORDER,  was  completed- 


AD  charge*  and  credits  wert  rtported  to  the  Accounting  Deportmcnl  is  conformitv  with  the  distribution  and  charge  shown  above 
aod  iostructiofis  goremin^  same. 


54 


Accountants'  Association 


n 

4-> 

lO 

■«->         iH 

g 

a      p, 

CO 

«  g 

Ol 

o 

o 

^ 

o> 

Pt 

t: 

+j 

1 

l-t 

It 

■B 

a 

In 

tM 

S-3 

B 

■H 

P   r! 

s, 

H 

•a  fc, 

p 

C 

■« 

3 

>.+• 

" 

t^ 

O 

< 

01  M 

■p 

ap*. 
o 

h 

H 
/3 

P< 

Oj 

bO 

S 

i 

■« 

O 

>i 

g  1   K    . 

•  o 

0. 

K  O 

o 

s'^j 

o 

H 

c 

•rt 

n!  +>' 

h  in 

♦^ 

■^-, 

H  -^^ 

a 
o 

3rH 

O    fi 

4> 

T)  3 

P< 

.      « 

*^ 

h 

+J 

1 

S  > 

"1          < 

1    O 

°.3 

i-i  ti 

«-.  B 

o 

Q 

E-< 

C  o 

M 

O    h 

cq 

■rtW 

S 

3  *> 

V.CO 

-»J 

m  il 

C  -J 

o  c- 

O  M 

u 

1)  t. 

•O   0) 

^■9 

°  1 

^  s 

^ 

\o 

» 

•c 

„ 

^ 

*>   3 

a  o 

r- 

Q  n 

M 

M 

cA 

^ 

3 

g 

K 

K 

o 

•d 

■M 

3 

•d 

>> 

01 

sg 

J3 

p,^ 

p. 

^ 

c- 

C\l 

c 

i5 

(-. 

♦J 

«   . 

iH  ti 

J 

C 

5^ 

O  rH 

h 

•H 

01  3 

Mm 

o 

o 
Si 

"^ 

C    ti 

tJ   fi 
3   O 
h   U 
-p  V» 

c   . 

O  )J 

(1 

•d  fH 

^    0) 

ii  i 

■* 

»<a 

s 

Tt 

"^ 

CD 

A  Unit  Cost  Work  Order  System 


55 


J'l 


dg 


3  9i 


=  1  = 


Sg 


as 


si" 


g3=ig 


ss; 


S?"" 


'£«S 


"Is 


a  S  = 


3^, 


Si- 


igs 


as 


B    g; 


11 M^ 


56 


Accountants'  Association 


fJJCAPnL'LAVW.l  OF.  V'ORK  ORSBR  CHAHGES   TOR  JOURFAl-ElJTOT 
iroSTH  OF  AUGUST    1913. 


" 

DEBITS 

CR>ViIT3 

NET  AMOUMT 

5429 

b43y 

b«4 

3^o? 

TOTAL 

B3CH1BIT-9 

6709 

TOTAL 

ORAHB  TOTAL 

^ 

_L 

u 

1 1 

L 

_ 

J 

1 

L 

L 

L 

L 
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CHARGED 

TO 

PnOPERTY  AND    Pt 

ANT 

CLASSIFICATION 

MONTH  ENDING 

TOTAL 

COMMON 

RAILWAY 

FLKTBIC 

HZATi:<i 

GAS 

CAPITAL  EXPENDmraES  (TOTAL) 

—                   FniQchiMa 

^I'.S.'ii^  Liceuses,  etc 

Lnod 

Telspbone  Sjgtem 

BevenueCar,                                                                                                                                                      ,.,-„.,. 

Sbod  GoulDmcnt 

Office  EljuInmeJl 

itelere 

Mu.iicipQl  CoQtraci  I.lpliiin-  Sj-it'i,. 

iletern 

Bxhlbi';  ii-i 

\[ni,l^lnn]  f-i.ilrH.1   I  h-lti,,-  Sv    r    , 

MONTHS  ENDING 

COMHON 

RAILWAY 

ILECIHIC 

HEATING 

GAS 

OrgBQlzaLiwi                                                                                                                                                                                                  rfiminnn 

RlRbtfl,  LIjenaeB,  elc. 

HIaht  of  Wqj 

Land 

Eoadwar  and  Track                                                                                                                                          Knilwav 

Teleplione  Syetera                                                                                                                                             .-„n,nm.i 

Overhead  TranemlBBlon  SvBtfcai 

Bnlldluga,  FlitureH  aoJ  Giounil-. 

Power  Plant  Equlpmeal 

Revcaae  Cars                                                                                                                                                      i-    ■\ 

fibOD  EqnlDmeDt 

SerrlcM!                                                                                                                                                                            ^ 



1 

1 1 

ICE  AND  DEPRECIATION  RESERVE  EXPENDITURES  CURRENT  FISCAL  VEAR 
SE-EQUIPMENT,  BETTERMENTS,  UNCURRENT' AN.D  EXTRAORDINARY  EXPEND 
IINST   MAINTENANCE    AND    DEPRECIATION    RESERVE  -  CU  HRE  NT   FISCAL   YEAI 


MONTH  ENDING 

MONTH  ENDING 

MONTH  ENDING 

MONTHS  ENDING 

MONTHS  ENDING 

MONTHS  ENDING 

HAILWAY  —(WOES  OHDER  CHARGES): 

Uoadway  and  Track 

ielephoaeKj-steip 

. Qverliead  TrnnBrniaslon  Syalom 

Undergrouud  TrauamlHaion  avatem    _ 



Unde'ground^Dlslrlbutlon  SjTstcui 

Bulldlnna,  FliIurcBand  Grounds! 

rower  Plant  Equipment 

Revenue  Cars 

Revemje-Locomptli-os 

Electric  KqulpmcDt  of  RevcriLic  Cnrs  nnd  nevenuc  Locoiiioth.-^ 

Railway  Utility  Equipment 

Mlaccllaneoua  DllllH  EtiDlpmcnt 

3hoD  Eonlnmeat 

Office  EfinlDBient 

Stores  Equlnmpnt 

Mtacellcncous  Equlprncnt 

ELECTRIC    (WORK  ORDER  CHARGES): 

Telepbone  Kratem 

Ucdcruround  Traoaml^foo  SjStcni 

Overliend  Dlstrlbullcn  Sytitcm 

UndergrouDd  Ulstrlbmiou  Syslcin 

Power  Plant  Eqalpoient 

Tr&Dsformcrs  (Distribution  System) 

Meters 

Cominerclal  Lamps  and  Lamp  Equlpmeui 

Municipal  Contract  Ll(,-ljtlQg  SysIciu 

MlBccHnneoua  Utlllti"  Etiulpmcat 

Shop  Equlpmeot 

Office  Equipment 

Stores  Equipment 

Mlecellaueous  Equliimcnt 

Exhibi-;   ii-ki 

MlBecllttiicoiis  Reserve  FudO  Eipendlturea 

HEATIMG— (WORK   ORDER  CHARGES): 

'Pe!ephone  System 

Bultdlnga,  FlxlarM  nod  Grouada 

I'ower  Plant  Equipment 

Uolne 

Sernces 

Meteni 

MlHcellaneous  Utility  Equipment 

Shop  Egulpcoeot 

Mlacellaneoua  Bqulpmoot 

MlBcollnneoua  Rederve  Fund  E\peadlturc3 

Maln-i 

— 

Office  FQUlptnent 

., Ptffrya  Equipment _ 



, 

— 







MlacellaneonaEqulpment^^  ^^  ^^^^^        _ __ ___ 
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(Exhibit  13.) 

Railway  Department  i 

CLASSIFICATION    OF   ACCOUNTS 

FOR 

WORK  ORDER  UNIT  COSTS 

FOR 

CONSTRUCTION    AND    RECONSTRUCTION 

OF 

ROADWAY    AND    TRACK 

A.  Grading: 

1.  Excavation   (labor). 

2.  Loading  and  unloading  refuse  and  cleaning  streets   (labor). 

3.  Hauling  refuse  (sundries). 

4.  Sub-grade  drains  (sundries). 

5.  Surface  drains  (sundries). 

6.  Changing     manholes,     catch     basins,     moving     curbs,     etc. 

(sundries). 

7.  Miscellaneous  (sundries). 

B.  Ballast: 

12.  Loading  and  unloading  (labor). 

13.  Crushed  stone  (material). 

14.  Sand    (material). 

15.  Cement   (material). 

16.  Hauling   (sundries). 

17.  Miscellaneous   (sundries). 

C.  Ties: 

22.  Loading  and  unloading    (labor). 

23.  Cedar  ties  (material). 

24.  White  oak  ties    (material). 

25.  Pine  ties   (material). 

26.  Steel  ties    (material). 

27.  Hauling  (sundries). 

28.  Miscellaneous    (sundries). 

D.  Rails,  Rail  Fastenings  and  Joints: 

22).  Loading  and  unloading   (labor). 

34.  Rails   (material). 

35.  Tie  plates    (material). 

36.  Tie  rods    (material). 

2,7.  Drive  spikes    (material). 

38.  Screw   spikes    (material). 

39.  Splice  bars  and  bolts    (material). 

40.  Cast  weld  joints  (sundries)   (Includes  rail  grinding). 
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D.  Rails,  Rail  Fastenings  and  Judges  —  Continued 

41.  Hauling    (sundries). 

42.  Miscellaneous  (sundries). 

E.  Special  Work:  , 

47.  Loading  and  unloading   (labor). 

48.  Crossovers    (material). 

49.  General   lay-outs    (sundries)    classify. 

50.  Hauling   (sundries). 

51.  Miscellaneous    (sundries). 

F.  Paving: 

56.  Removing  old  paving  (labor). 

57.  Paving  (labor)  classify  according  to  kind  of  pavement. 

58.  Concreting  (labor). 

59.  Loading  and  unloading  (labor). 

60.  Paving  blocks  —  sandstone    (material). 

61.  Paving  blocks  —  granite    (material). 

62.  Paving  blocks  —  cedar   (material). 

63.  Paving  blocks  —  creosoted   (material). 

64.  Paving  brick    (material). 

65.  Crushed   stone    (material). 

66.  Screened  sand    (material). 

67.  Torpedo   sand    (material). 

68.  Cement  (material). 

69.  Asphaltic  cement   (material). 

70.  'V^ater  (material).  I 

71.  Pitch   (material). 

72.  Top  dressing  (material). 

73.  Asphalt  wearing  surface  in  place   (sundries). 

74.  Hauling    (sundries). 

75.  Supplies  for  concrete  mixer   (material). 

76.  Concrete  forms,  board  walks,  etc.  (material). 

77.  Miscellaneous   (sundries). 

G.  Track  Laying  and  Surfacing: 

80.  Removing  old  track   (labor). 

81.  Laying  ties   (labor). 

82.  Laying  track  and  placing  tie  rods  and  joints   (labor). 

83.  Spiking   (labor)   classify. 

84.  Lining  and  surfacing  (labor). 

85.  Installing  special  work   (labor). 

86.  Placing  and  rolling  ballast  and  sub-grade   (labor). 

87.  Concreting  (labor). 

88.  Loading  and  unloading    (labor). 

89.  Transportation  of   employes    (sundries). 

90.  Hauling   (sundries). 

91.  Operation  spiking  and  boring  machines    (labor), 

92.  Miscellaneous    (sundries). 
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rH.  Temporary  Tracks  and  Overhead  Lines: 

96.  Temporary  passing  track   (labor). 

97.  Temporary  crossovers  (labor). 

98.  Switchmen  and  flagmen  (labor). 

99.  Hauling   (sundries). 

100.  Temporary  track    (material). 
loi.  Miscellaneous    (sundries). 
I.  Roadway  and  Track  Tools: 

105.  Loading  and  unloading   (labor). 

106.  Hauling   (sundries). 

107.  Use  of  tools,  5%  of  labor  cost. 

J.  Tunnels,  Bridges,  Trestles,  Culverts  and  Subways: 

113.  Tunnels  —  excavating  (labor). 

114.  Tunnels  —  excavating  (sundries). 

115.  Tunnels  —  lining    (labor). 

116.  Tunnels  —  lining    (sundries). 

117.  Bridges  substructure    (labor). 

118.  Bridges  substructure   (sundries). 

119.  Bridges   superstructure    (labor). 

K.  Crossings,  Fences,  Cattle  Guards  and  Signs: 

123.  Crossings  (labor). 

124.  Crossings  (sundries). 

L.  Interlocking  and  Other  Signal  Apparatus: 

133.  Signal  apparatus   (labor). 

134.  Signal  apparatus  (sundries). 
M.  Underground  Distribution  System: 

143.  Applying  bonds    (labor). 

144.  Cable   connections    (labor). 

145.  Negative  return  cables  (material). 

146.  Track  bonds  (material). 

147.  Hauling   (sundries). 

148.  Miscellaneous    (sundries). 
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THE  ffilLVAUKEE  ElKCTRIC   RAILV.'AY' AKD   LIGHT  COHPAHY. 

DAILY   LABOR~DISTRIBUTION 


Location 











_ 

_ 





— 

.191 

BATES 

JoJ." 

CHARGE  ACCOUNT 

niiiiDa 

janjiimoi 

, HOURS 

TOT.L 

REMARKS; 

EXHIBIT-16 

WORK  ORDER  NO.  5429  EXHIBIT-17  Way   and  Structures  Depanmtnt 

September   50, 191  i 

ACCOUNTING  DEPARTMENTi— 

The  work  spcdGed  uodtr  above  WORK  ORDER,  was  completed     ■'^eP^ember    30 ,9x3 

All  charges  and  credits  were  reported  to  the  Accouating  Oepdrtmcot  in  conformiey  with  the  distribution  and  charge  shown  above 
and  instructions  governing  same. 


Engineer  of  Way  and  Structures 
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Vice-President  Glover  : —  Gentlemen,  you  have  heard  Mr. 
Kalweit's  very  interesting  paper.  I  think  we  ought '  to  start 
a  full  discussion  of  it. 

Discussion  of  Paper  on  A  Unit  Cost  System 

Mr.  C.  N.  Duffy  : —  Mr.  President,  Mr.  Kalweit  knows 
much  more  about  the  work  order  S3^stem  than  I  do.  It  would 
be  presumptuous  for  me  to  attempt  to  add  anything  to  what  he 
has  said.  I  would  suggest  that  it  might  be  well  to  ask  some 
of  the  other  gentlemen  to  volunteer  some  discussion  and  ask 
some  questions.  At  the  close  I  might  be  able  to  give  you  some 
enlightenment  based  on  my  experience  in  connection  with  the 
use  of  the  system. 

Mr.  MacRae  : —  This  is  a  very  interesting  paper,  particularly 
one  part  of  it. 

In  regard  to  the  first  part,  the  work  order  method,  I  think 
the  bookkeeping  could  be  simplified,  if  a  control  account  was 
carried  in  the  general  ledger  and  the  details  in  a  subledger. 
We  work  practically  under  the  same  system  on  the  elevated 
roads  in  Chicago,  under  what  is  known  as  the  A.  F.  E.  system. 
The  Authority  for  Expenditure  comes  to  us  very  much  in  the 
same  way,  but  all  details  of  labor,  material,  vouchers,  bills, 
etc.,  are  posted  under  the  individual  A.  F.  E.,  so  that  we  can 
at  all  times  determine  the  exact  cost  of  all  special  work  that 
may  be  authorized.  Capital  Expenditures  represented  by  the 
control  account  are  carried  to  Cost  of  Road  once  a  year.  We 
also  carry  in  our  A.  F.  E.  ledger  not  only  capital  expenditures, 
but  all  extraordinary  expenditures  in  excess  of  $100.  In  the 
latter  case,  however,  we  transfer  every  month  all  operating 
expenses  in  the  A.  F.  E.  ledger  to  the  proper  operating  ac- 
count, leaving  in  the  A.  F.  E.  ledger  only  the  proper  charges 
to  Capital. 

There  is  one  feature  in  this  paper,  however,  in  which  I  am 
very  much  interested.  The  reduction  to  a  unit  of  operating 
accounts  is  an  extremely  difficult  problem,  and  the  theory  ad- 
vanced by  Mr.  Kalweit  of  the  working  Capital  Expenditures 
to  a  unit  after  the  work  is  completed  is  a  new  one  to  me  and 
I  would  like  to  ask  Mr.  Kalweit  some  questions.     I  would 
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like  to  know  how  you  determine  the  particular  unit  for  any 
particular  class  of  work  that  you  are  doing,  whether  it  is  fixed 
by  the  accounting  department,  or  done  by  the  engineer  in 
charge,  or  whether  it  is  the  result  of  experience? 

Mr.  Kalweit  : —  In  answer  to  Mr.  MacRae's  question,  I  will 
say  that  the  units  are  furnished  by  the  engineering  depart- 
ment. Let  us  take  excavation  for  example :  the  engineers 
being  in  touch  with  the  work  while  it  is  in  progress  report  to 
the  accounting  department  the  number  of  cubic  yards  that 
have  been  excavated.  This  gives  us  the  cubic  yard  as  the 
specific  unit  for  excavation.  In  this  manner  the  units  are 
furnished  by  the  engineering  department  for  the  various  sub- 
divisions of  the  Work  Order.  The  miles  of  track  to  be  con- 
structed are  reduced  to  lineal  feet  of  track  and  the  total  cost 
of  the  track  work  is  shown  at  so  much  per  lineal  foot  of 
track  this  being  the  common  unit  for  track  construction  work. 

Mr.  MacRae  : —  I  would  also  like  to  know,  Mr.  Kalweit, 
what  advantage  you  find  from  your  experience  in  working 
out  these  units.  Of  course,  I  can  readily  understand,  where 
you  are  doing  a  large  amount  of  construction  work,  such  as 
excavating,  it  would  be  an  advantage  to  compare  one  cost 
of  excavation  with  another  cost  of  excavation,  but  where  you 
have  only  occasional  work,  which  in  all  probability  will  not 
arise  again,  what  do  you  gain  by  all  the  work  of  computing 
the  cost  on  a  unit  basis? 

Mr.  Kalweit: — I  referred  to  that  in  my  paper.  If  you 
ascertain  the  unit  costs  for  a  certain  class  of  work  and  work 
of  a  similar  character  is  to  be  done  in  another  location  you 
can  use  the  same  units,  but  if  the  class  of  work  is  different 
and  it  becomes  necessary  to  rebuild  the  entire  street,  that  is, 
rip  up  the  pavement  or  change  the  grade  and  perhaps  repave 
with  asphalt,  it  is  an  advantage  to  keep  unit  costs  for  each 
part  of  the  work.  The  unit  cost  per  lineal  foot  of  track  would 
be  much  greater  as  compared  with  the  unit  cost  per  lineal  foot 
of  track  if  some  of  the  work  mentioned  was  not  done. 

Mr.  MacRae: — If  I  understand  your  proposition,  so  far 
as  your  accounting  is  concerned  you  are  working  on  the  same 
theory   as   we   are.      It   is   our   theory   to   judge   one   cost   by 
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the  expense  of  another  and  try  to  work  both  to  the  same 
unit.  I  think  all  of  us  are  very  lax  in  keeping  track  of  our 
capital  cost.  When  some  question  arises  as  to  the  cost  of  our 
property  we  have  not  the  data  upon  which  we  can  testify 
and  satisfy  an  impartial  investigator  that  the  property  costs 
us  exactly  what  it  shows  on  our  books.  V^ery  often,  of  course, 
we  know  it  is  incomplete. 

Gentlemen,  we  are  here  for  personal  benefit,  and  if  I  ask 
a  question  that  is  not  of  interest  to  the  rest  of  you,  it  is  be- 
cause I  am  trying  to  get  information  for  myself.  I  would 
like  to  ask  Mr.  Kalweit  what  advantage  you  secure  in  carrying 
the  labor  into  so  much  detail,  that  is,  separating  the  various 
classes  of  labor  into  the  actual  cost  at  twenty  cents  an  hour, 
fifty  cents  an  hour,  or  forty  cents  an  hour  as  the  case  may 
be.  Would  you  not  gain  the  same  results  by  taking  your 
labor  as  total? 

Mr.  Kalweit  : —  We  do  not  go  into  the  division  of  the  labor 
in  that  way.  We  take  the  various  rates  paid  to  laborers,  same 
being  averaged  per  day,  with  the  total  hours  and  reduced  to 
an  average  rate  per  hour. 

Mr.  MacRae  : —  What  do  you  do  when  the  work  is 
completed  and  the  cost  of  the  work  exceeds  the  appropriation  ? 

Mr.  Kalweit  : —  Do  you  mean  the  appropriation  in  so  far 
as  funds  are  concerned,  or  do  you  mean  any  additional  cost 
over  the  estimate? 

Mr.  MacRae  : —  Just  as  in  our  case,  we  ask  for  a  specific 
amount  of  money  and  cannot  exceed  the  appropriation  except 
by  special  authority.  We  might  ask  for  $5,000  for  a  certain 
purpose  and  we  could  not  exceed  $5,000.  When  it  is  dis- 
covered that  the  appropriation  has  been  exceeded,  the  head 
of  the  department  would  get  authority  for  additional  expendi- 
ture. 

Mr.  Stubbs  : —  Mr.  President,  I  am  glad  to  say  in  the  main 
we  have  a  system  which  compares  very  closely  with  that  of 
Mr.  Kalweit's,  except  that  my  company  does  not  go  into  the 
detail  Mr.  Kalweit's  does.  We  call  it  an  "Authorization,"  and 
we  follow  it  very  closely  from  the  time  it  comes  from  the 
head  of  the  department  until  the  work  is  complete  in  a  similar 
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way  as  is  done  by  Mr.  Kalweit.  I  am  very  much  pleased  to 
know  that  the  method  of  my  company  foUows  so  closely  that 
of  a  large  company  like  Milwaukee.  I  might  add  that  the 
authorizations  are  only  made  out  in  case  of  Capital  Expendi- 
tures and  Depreciation  charges.  On  ordinary  operating  charges 
no  authorizations  are  required.  All  other  expenditures,  for 
replacement  of  car  house  equipment,  rolling  stock,  track  work, 
etc.,  would  have  to  be  put  through  on  these  authorizations, 
and  be  recommended  by  the  head  of  the  department  and  ap- 
proved by  the  general  manager.  If  it  is  work  in  which  the 
matter  of  contracts  enter  or  of  special  moment,  the  approval 
of  the  president  is  necessary. 

Mr.  Gidney  : — I  would  like  to  ask  if  in  the  case  of  extended 
jobs,  do  they  report  during  progress  of  work  not  only  the 
amount  expended,  but  the  amount  contracted  for?  It  seems  to 
me  that  it  is  an  important  thing  on  a  large  job  to  have  reported 
to  the  management  not  only  the  vouchers  which  have  been 
charged  up,  but  also  the  orders  which  have  been  issued  and 
which  will  eventually  be  charged  up,  such  as  construction 
orders,  services  and  materials. 

Mr.  Kalweit  : —  When  w^e  come  to  compare  the  total  cost 
of  a  Work  Order  with  the  estimated  cost  we  may  find  that 
the  actual  cost  is  not  anywhere  near  the  estimated  cost.  This 
may  be  due  in  part  to  the  unpaid  balance  of  a  contract  which 
the  Department  Head  may  not  know  of  and  for  financial 
reasons  the  payment  may  have  been  deferred  so  that  if  we 
did  make  an  analysis  of  the  total  cost  of  a  Work  Order  we 
would  take  any  deferred  charges  into  consideration. 

Mr.  Gidney  : —  You  also  have  on  file  uncompleted  orders 
against  that  job. 

Mr.  Kalweit  : —  We  have  contracts  on  file  showing  what 
balances  are  still  to  be  paid  on  contracts. 

Mr.  R.  J.  Clark  : —  First,  I  desire  to  congratulate  Mr.  Kal- 
weit on  his  able  paper.  It  is  an  interesting  and  instructive  one, 
and  I  feel  that  both  Mr.  Dufi^y  and  Mr.  Kalweit  are  to  be  con- 
gratulated on  the  system  evolved  and  here  described.  Not 
necessarily  because  of  its  exactness,  but  chiefly,  in  my  opinion, 
because  they  apparently  have  their  foremen  and  timekeepers 
exceptionally  well  trained. 
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We  have  a  somewhat  similar  system  in  Kansas  City  to  en- 
able us  to  account  correctly  for  all  expenditures  made  in 
connection  with  new  construction  and  equipment  and  recon- 
struction, so  that  the  total  cost  of  a  specific  piece  of  work  can 
be  established,  but  we  do  not  establish  the  unit  cost,  although 
our  Chief  Engineer,  Mr.  A.  E.  Harvey,  carries  our  reports  a 
little  further  and  ascertains  the  unit  cost  of  each  job. 

I  regret  to  confess,  however,  that  the  Accounting  Depart- 
ment experiences  many  difficulties  in  obtaining  correct  infor- 
mation. We  employ  timekeepers,  I  think,  of  average  ability 
and  the  way  and  structure  officers  are  apparently  well  satisfied 
with  the  foremen  in  charge,  but  it  frequently  happens  that 
when  we  come  to  compare  the  actual  cost  with  the  total  ex- 
penditure we  find  dift'erences  difficult  to  reconcile. 

Our  timekeepers  are  charged  with  the  responsibility  of  re- 
cording the  time  and  the  distribution  of  the  material  to  each 
job.  and  this  is  apparently  the  system  employed  at  Milwaukee; 
but  my  experience  would  lead  me  to  believe  that  the  foreman 
is  the  proper  person  to  distribute  both  time  and  material,  and 
for  this  reason.  The  timekeepers  are  usually  young  men  of 
average  clerical  capability,  but  as  soon  as  they  show  ability 
in  this  line,  they  are  transferred  to  some  other  department,  so 
that  the  personnel  of  the  timekeeping  department  changes 
very  frequently ;  whereas,  I  believe  the  personnel  of  the  fore- 
men of  the  way  and  structure  gangs  is  much  more  constant, 
consequently,  if  they  were  charged  with  advising  the  time- 
keepers as  to  the  time  and  material  expended  on  a  job,  I  believe 
we  would  secure  better  results  than  now,  because  a  timekeeper 
may  be  just  beginning  to  be  valuable  for  distributing  time  and 
material  when  he  is  switched  to  another  position. 

Mr.  Kalweit  speaks  of  charging  off  the  expenditures  monthly 
but  I  am  inclined  to  favor  the  method  described  by  the  pre- 
vious speaker,  Mr.  Stubbs,  of  having  a  controlling  account 
for  those  accounts  involving  construction  and  maintenance 
charges,  and  not  making  distribution  until  you  are  very  nearly 
certain  that  no  adjustments  will  have  to  be  made.  We  all 
know  that  comparatively  few  pieces  of  work  are  completed 
within  the  estimate.     This  is  not  due  to  any  error  on  the  part 
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of  those  estimating,  but  after  the  work  has  progressed  a  cer- 
tain distance,  contingencies  arise,  and  it  is  deemed  advisable  to 
make  changes  or  extend  the  work,  with  the  resuh  that  if  you 
have  started  to  distribute  your  job  monthly  on  a  certain  per- 
centage to  construction  and  a  certain  percentage  to  operation 
(as  I  understand  Mr.  Kalweit  does),  it  will  be  found  as  the 
job  nears  completion  that  the  expenditure  is  much  in  excess 
and  the  percentages  should  be  changed  and  the  result  is  that 
one  month's  operation  may  be  burdened  with  charges  foreign 
to  it. 

I  note  Mr.  Kalweit's  timekeepers  cover  the  territory  four 
times  a  day  and  I  think  this  is  a  good  feature ;  but  our  city 
has  possibly  two  and  a  half  times  the  area  of  Milwaukee  and 
our  trackage  is  over  twice  theirs,  so  that  to  cover  the  ground 
four  times  a  day  we  would  have  to  have  twice  as  many  time- 
keepers to  look  after  the  same  number  of  men  as  Mr.  Kal- 
weit has.  However,  I  like  the  arrangement  of  his  timekeeping 
book,  and  feel  inclined  to  divide  our  squares  into  two  parts 
and  put  the  morning  and  afternoon  time  in  each. 

I  am  sorry  that  the  paper  was  not  read  before  the  joint  meet- 
ing with  the  Engineers,  because  the  Engineers  might  then  see 
how  easily  a  thorough  and  complete  cost  system  can  be  de- 
vised without  making  them  "  bookkeepers  "  as  our  various 
departments  contend  whenever  the  Accounting  Department 
asks  them  to  take  care  of  certain  details. 

Mr.  MacRae  : —  The  point  I  want  information  upon  is  the 
segregation  of  betterments,  as  between  capital  and  operation. 
I  would  like  to  ask  Mr.  Kalweit,  for  my  own  information,  how 
that  is  arranged  under  this  particular  work  order  system. 

Mr.  Kalweit  : —  Do  I  understand  you  by  betterment,  you 
mean  construction? 

Mr.  MacRae  : —  No,  by  betterments  I  mean  a  replacement 
in  excess  of  the  original  cost :  for  example,  a  bridge  to-day 
upon  your  road  is  calculated  to  carry  a  certain  load,  and  it 
is  necessary  to  replace  the  bridge  with  another,  which  must 
carry  a  very  much  heavier  load.  How  do  you  divide  that 
expenditure? 

Mr.  Kalweit: — The  engineering  department  in  preparing 
that  kind  of  a  Work  Order  Recjuisition  makes  a   separation 
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under  Capital  Expenditures  so  as  to  set  out  the  new  and  ad- 
ditional property,  also  what  would  be  considered  a  betterment 
of  existing  property.  A  further  separation  under  Mainte- 
nance and  Depreciation  Reserve  Fund  Expenditures  is  made 
to  cover 

(a)  Cost  of  replacing  or  renewing  old  property  as  it  existed 
before  the  replacement  or  renewal  is  made. 

(b)  Cost  of  removing  or  scrapping  old  property  replaced  or 
renewed. 

(c)  Credit  for  salvage  or  scrap  value  of  old  property  re- 
placed or  scrapped. 

The  Work  Order  is  classified  as  Capital  Expenditures  and 
when  the  work  is  completed  adjusting  entries  are  made 

(a)  Debiting  Maintenance  and  Depreciation  Reserve  and 
crediting  Capital  Expenditures  with  the  cost  of  removing  or 
scrapping  old  property  replaced  or  renewed. 

(b)  Debiting  Capital  Expenditures  and  crediting  Mainte- 
nance and  Depreciation  Reserve  with  the  credit  for  salvage 
or  scrap  value  of  old  property  replaced  or  scrapped. 

(c)  Debiting  Maintenance  and  Depreciation  Reserve  and 
crediting  Capital  Expenditures  with  the  estimated  cost  new 
of  property  replaced  or  scrapped. 

This  leaves  in  Capital  Expenditures  the  increased  cost  rep- 
resenting the  investment  of  additional  capital  for  additions  to 
or  betterments  of  property  and  plant. 

Vice-President  Glover: — But  if  you  adjust  it  after  the 
work  order  is  completed,  it  would  make  a  large  charge  to  main- 
tenance in  a  particular  month.  Would  that  not  be  obiection- 
able?  If  vou  had  a  work  order  that  amounted  to  $to.ooo  or 
$20,000,  and  50  per  cent  should  be  charged  to  maintenance  in 
the  end,  and  you  make  the  adjustment  at  the  completion  of  the 
work,  the  whole  amount  would  be  charged  or  credited  to 
operating  expenses  in  one  month. 

Mr.  Kalweit  : —  The  operating  expenses  in  that  instance 
would  not  be  affected,  the  charges  being  made  to  Maintenance 
and  Depreciation  Reserve. 

Vice-President  Glover: — Not  operating  expense? 

Mr.  Kalweit: — That  is  the  way  we  are  doing  it  in  Mil- 
waukee at  the  present  time. 
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Mr.  MacRae  : —  The  Milwaukee  Electric  is  very  fortunate 
in  that  they  have  a  depreciation  account.  As  I  understand 
it,  the  Milwaukee  Electric  sets  aside  a  very  large  amount,  and 
when  they  have  expenditures  of  this  nature  the  capital  account 
is  reduced  and  depreciation  account  charged.  I  would  state 
that  in  our  line  we  require  engineers  in  requesting  authority 
for  expenditures  to  estimate  the  cost  of  renewing  in  kind, 
following  in  this  particular,  the  instructions  made  by  the 
Interstate  Commerce  Commission  for  steam  railways. 
Wherever  it  is  possible  to  check  these  costs  from  data  on  our 
books,  we  do  so,  if  unable  to  check  it  up  we  have  to  take  the 
engineer's  estimate.  Then  the  amount  given  in  the  authority 
by  the  engineer  as  the  cost  of  renewing  in  kind,  is  charged  to 
capital  —  rather  we  carry  the  cost  on  our  books  until  the 
amount  to  be  charged  to  capital  is  reached  and  then  charge 
the  excess  cost  to  operating  expenses.  We  have  not  the  dis- 
cretion they  have  in  Milwaukee,  we  cannot  reduce  our  capital, 
we  have  to  put  it  against  operating. 

Mr.  Pryor  : —  I  do  not  know  as  I  have  anything  further 
to  say  on  this  subject.  The  system  we  use  is  based  on 
similar  lines  as  explained  here.  We  do  not,  however,  enter 
into  such  an  elaborate  unit  cost  system.  If  there  are  any  ques- 
tions to  be  answered  I  will  be  glad  to  reply  to  them  all. 

Mr.  Huggins: — It  is  possible  the  practice  of  our  company 
may  be  of  interest  to  some.  We  have  a  system  somewhat  simi- 
lar to  that  in  use  in  Milwaukee.  We  make  a  distinction,  how- 
ever, between  operating  work  orders  and  construction  work 
orders.  The  operating,  we  call  "  work  orders,"  and  the  con- 
struction we  call  "  estimates."  Our  principal  reason  for  that 
is  that  one  requires  more  authorizations  than  the  other.  In 
a  Construction  Estimate,  where  it  involves  replacement,  there 
is  made  at  the  same  time  a  credit  estimate,  so  called,  showing 
cost  of  the  property  replaced. 

The  cost  of  the  construction  estimate  is  distributed  to  Re- 
newal and  Replacement  Reserve  to  the  extent  of  the  full  re- 
placement value  of  the  track  or  other  property  being  recon- 
structed, as  indicated  by  such  credit  estimate,  and  the  balance 
of  cost  of  the  job  is  distributed  to  the  proper  capital  accounts. 
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As  work  progresses,  charges  are  distributed  monthly  to  Re- 
newal and  Replacement  Reserve  until  the  total  amount  of 
credit  estimate  has  been  reached,  the  balance  of  cost  of  the 
reconstruction  being  charged  to  property  account  when  the 
job  is  completed.  Pending  such  completion  the  balances  in 
construction  ledger  are  closed  monthly  into  a  controlling  ac- 
count known  as  Incomplete  Construction.  In  this  way 
expenditures  properly  chargeable  to  Maintenance  or  Reserve 
accounts^  are  distributed  monthly,  while  charges  to  Capital 
account  are  not  distributed  until  the  completion  of  the  work. 

I  think  this  is  the  only  feature  in  which  we  differ  materially 
from  the  Milwaukee  plan. 

Mr.  Stivers: — Our  plan  is  somewhat  similar  to  the  Mil- 
waukee plan,  except  that  we  carry  our  jobs  in  what  we 
call  a  Work  in  Progress  account  until  the  completion  of  the 
job.  For  our  authorization  we  make  two  estimates,  one  show- 
ing the  cost  of  new  work,  and  the  other  showing  the  cost  of 
work  to  be  replaced.  When  the  authorization  is  issued,  we 
give  it  a  number  from  our  Work  in  Progress  record.  All 
expenditures  in  connection  with  this  job  are  charged  to  Work 
in  Progress,  details  of  each  job  being  kept  separate. 

At  the  completion  of  the  job,  we  charge  the  cost  of  the  old 
work  to  what  we  call  Renewals  and  Replacements,  and  carry 
in  operating  expense  account,  which  is  handled  in  about  the 
same  way  as  the  New  York  Public  Service  Commission  au- 
thorizes for  depreciation ;  at  the  same  time,  the  proper  con- 
struction accounts  are  credited.  The  cost  of  the  new  work 
is  charged  to  the  construction  account  affected.  In  this  way, 
we  keep  our  construction  accounts  clear,  and  we  do  not  have 
corrections  to  make  on  the  general  books. 

Vice-President  Glover  : —  Are  there  any  questions  you 
want  to  ask  Mr.  Kalweit?  His  system  is  very  thorough  and 
complete,  but  it  could  hardly  be  handled  in  a  satisfactory 
manner  by  a  small  company,  as  there  is  too  much  work  con- 
nected with  it. 

Mr.  Ham  : —  What  you  have  said  brings  me  to  my  feet. 
I  feel  there  is  no  company  so  small  that  it  should  not  follow 
the  general  scheme  laid  down  by  Mr.  Kalweit,  especially  as  it 
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applies  to  construction  and  equipment  accounts.  I  believe  no 
company  can  afford  to  continue  to  keep  these  accounts  with- 
out knowing  details,  and  keeping  a  detailed  record  of  the 
amounts  of  all  its  capital  expenditures.  Now,  it  need  not  be  as 
elaborate  as  the  scheme  Mr.  Kalweit  has  laid  out,  and  it  does 
not  have  to  go  into  the  unit  cost  system  at  all.  But  as  to  the 
job  system  or  work  order  system,  applied  to  construction 
expenditures,  I  think  every  electric  railway  accountant  ought 
to  see  that  his  accounts  are  kept  that  way.  Just  see  what  a 
valuable  asset  it  would  be  to  these  electric  railway  companies 
to-day  if  their  accounts  had  been  kept  in  some  such  form  in 
the  beginning. 

There  are  two  features  which  perhaps  have  not  been  suffi- 
ciently dwelt  upon.  One  is  the  test  of  efficiency  of  the  people 
who  are  doing  the  work.  Now,  it  very  frequently  develops 
that  in  keeping  a  work  order  system  and  comparing  the  ac- 
counts of  two  separate  jobs,  perhaps  of  like  or  unlike  char- 
acter, but  of  such  a  character  that  it  can  be  made  the  basis  of 
a  probable  or  proper  difference  in  accounting,  you  can  find 
where  there  has  been  inefficiency.  You  can  find  the  foreman 
has  not  performed  his  work  as  carefully  as  he  might.  Perhaps 
in  small  work  he  had  too  large  a  force.  I  know  particularly 
in  one  line  of  work  in  our  electric  light  company,  where  ma- 
terial savings  have  been  made  in  the  cost  of  construction 
by  watching  that  carefully  —  a  foreman  would  start  on  a  small 
job  with  too  large  a  force,  and  it  was  brought  very  forcibly 
to  the  attention  of  the  management  that  there  was  a  waste 
there. 

Then,  again,  this  work  order  system  brings  good  results  by 
drawing  attention  to  errors  in  accounting  which  would  other- 
wise be  passed  by  and  not  be  found  at  all.  We  find  some- 
thing that  is  not  regular,  the  job  is  entirely  too  high  or  too 
low  in  cost.  You  look  into  it  and  find  out,  perhaps,  that  be- 
fore it  reached  the  Accounting  Department,  there  had  been 
a  material  error  which  should  have  been  corrected. 

Vice-President  Glover: — I  agree  with  Mr.  Ham  fully 
that  a  .small  company  should  adopt  it  if  possible.  But  the 
question  is,  can  the  accountants  of  smaller  companies  persuade 
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their  managers  to  give  them  a  sufficient  force  to  keep  the 
accounts  in  that  manner? 

Mr.  Ham  : —  It  does  not  take  a  large  force  to  do  it  if  you  do 
it  right.  You  can  use  a  system  of  that  kind  where  there  is 
httle  extra  work. 

Vice-President  Glover: — If  you  go  into  the  details,  as 
does  Mr.  Kalweit,  you  must  have  considerable  help. 

Mr.  Kalweit  : —  That  is  what  I  want  to  guard  against. 

Mr.  Ham  : —  That  is  what  I  want  to  guard  against,  too. 
You  must  not  judge  by  an  elaborate  system,  such  as  he  has 
shown  and  which  is  proper  and  necessary  for  his  company, 
but  you  must  have  a  system  equally  as  elaborate  in  detail. 
What  I  emphasize  is  the  necessity  of  keeping  the  road  and 
equipment  accounts  in  detail. 

Mr.  Kalweit  : —  Did  you  ever  take  up  the  question  of  over- 
head charges  for  machinery  in  construction  work? 

Mr.  Ham  : —  No. 

Mr.  Kalweit  : —  Do  you  not  think  it  ought  to  be  taken  up 
for  manufacturing,  etc.,  and  that  a  certain  percentage  be 
figured  for  depreciation  in  construction  charges. 

Mr.  Ham  : —  That  is  left  in  that  condition  at  the  present 
time  as  there  is  no  Interstate  Commerce  Commission  ruling 
which  says  that  you  are  to  include  in  your  capital  account  a 
certain  overhead  expense.    That  is  left  to  the  company. 

Vice-President  Glover  : —  I  thought  there  was  a  ruling 
on  that. 

Mr.  Ham  : —  I  think  a  ruling  should  be  made  and  that  it 
should  be  followed. 

Vice-President  Glover  : —  I  think,  Mr.  Ham,  no  ruling  is 
necessary.  I  think  nobody  has  asked  the  question  of  the  de- 
partment. Is  there  any  gentleman  present  who  makes  an  ar- 
bitrary charge  while  engaged  in  construction  work? 

Mr.  Huggins  : —  We  have  rather  extensive  shops.  We  set 
up  an  overhead  account  to  take  care  of  shop  expense,  replace- 
ment of  shop  tools,  etc.  On  all  jobs  passing  through  the  shop 
a  certain  percentage  is  added  to  the  labor  cost  to  cover  such 
overhead  expense,  which  percentage  may  be  increased  or  de- 
creased when  necessary.  Shop  overhead  costs  are  thus  dis- 
tributed properly  against  Capital  and  Operating  accounts. 
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Mr.  Cade: — Referring  to  Mr.  Ham's  remark  on  the  opera- 
tion of  small  companies. 

I  represent  a  company  that  operates  about  eighteen  miles 
of  double  track.  I  am  secretary  of  the  company.  We  have 
only  two  men  in  the  office,  and  in  addition  a  superintendent 
who  has  charge  of  and  executes  all  work.  We  recently  com- 
pleted a  new  piece  of  track  through  the  Sea  Girt  Camp 
Grounds,  and  while  we  use  no  job  order  system  (that  is,  issu- 
ing a  job  order),  yet  I  am  able  to  tell  you  when  the  work  is 
completed  just  what  every  part  of  the  work  cost;  that  is,  rails, 
ties,  labor,  excavations,  etc.  The  same  method  applies  to  all 
of  our  repair  jobs.  We  cannot  carry  out  the  work  order  sys- 
tem in  all  of  its  details,  but  the  principles  and  result  are  the 
same. 

Mr.  MacRae: — How  do  you  keep  it? 

Mr.  Cade  : —  We  keep  a  record  of  the  work  as  it  is  being 
done. 

Mr.  MacRae  : —  That  shows  a  work  order  system. 

Mr.  Ham  : —  This  is  a  very  important  subject  for  its  ramifi- 
cations get  far  Ijeyond  the  Accounting  Department.  In  the 
first  place,  it  has  a  very  salutary  efifect  on  the  foremen  and 
on  the  superintendents  to  know  that  the  details  of  their  work 
are  going  to  be  checked  up.  We  have  found  it  so.  When  we 
first  started  the  work  order  system,  I  think  it  is  safe  to  say 
that  90  per  cent  of  the  jobs  were  over  estimated  anywhere  from 
25  to  100  per  cent;  this  all  has  been  cut  out.  We  get  an  esti- 
mate that  comes  approximately  to  the  cost  of  the  job.  We  are 
not  figuring  in  the  dark.  Another  thing,  these  costs  are  valu- 
able in  c|uestions  of  taxation,  valuation  and  labor  disputes,  and 
controversies  with  municipalities.  They  are  of  great  value  and 
I  do  not  believe  anv  company,  however  small,  can  afiford  to 
he  without  such  information.  As  a  matter  of  fact,  if  you  will 
take  Air.  Kalweit's  system  or  any  analogous  system  as  a  basis, 
and  boil  it  down,  just  the  same  as  we  boiled  down  the  classifi- 
cation, and  you  can  get  the  essential  facts  and  get  them  in 
a   foriii  which  cannot  be  controverted. 
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Mr.  Young  : —  I  am  particularly  interested  in  the  question 
of  including  the  overhead  charges  in  the  cost  of  the  work ; 
while  it  is  not  necessary  to  include  them  for  the  purpose  of 
efficient  control  it  is  desirable  from  another  standpoint  to  have 
information  in  respect  to  the  overhead  charges  in  connection 
with  each  piece  of  construction  work.  I  have  to  make  a  report, 
as  Chairman  of  the  Committee  on  Overhead  Charges,  and  I 
do  not  want  to  enter  into  a  discussion  now  of  that  subject. 
We  ought  to  have  in  mind  with  respect  to  these  work  orders 
the  overhead  charges  that  are  necessarily  connected  with  the 
work.  I  do  not  want  to  recommend  now,  just  what  record 
should  be  kept,  but  if  we  are  going  to  keep  any  record  or  any 
estimate  even  of  those  overhead  charges,  the  time  to  do  it  is 
at  the  time  the  work  is  being  done,  and  before  the  work-  order 
is  closed.  In  regard  to  the  question  of  the  closing  of  work 
orders.  We  have  used  a  system  of  authorizations  ever  since 
our  company  was  formed  in  1903.  We  have  tried  to  be  very 
careful  in  our  classifications  between  construction  and  operat- 
ing expenses. 

Since  we  have  changed  to  the  Standard  Classification  we 
have  been  carrying  a  depreciation  reserve  account.  We  charge 
each  month's  work  orders  on  the  percentage  basis  into  the 
controlling  accounts.  We  do  this  in  order  to  show  in  our 
operating  expenses,  the  expenditures  which  ultimately  would 
be  classified  as  operating  expenses.  We  do  not  wish  to  be 
deceived  as  to  our  costs  in  comparing  them  from  month  to 
month.  The  cost  estimates  of  the  work  we  classify  before 
the  work  is  done,  but  we  adjust  the  classification  when  the 
work  order  is  closed.  At  the  end  of  the  fiscal  year  we  adjust 
the  depreciation  reserve  account  for  all  work  that  is  uncom- 
pleted. During  the  year  the  adjustment  of  the  depreciation 
reserve  for  completed  work  is  made  when  the  work  is  com- 
pleted. I  think  that  is  important.  I  believe  it  is  desirable  to 
close  the  work  orders  monthly.  That  .is  to  say  to  divide  the 
charges  between  the  accounts  which  the  work  ultimately  will 
be  charged  to. 

Vice-President  Glover  : —  It  is  getting  late  and  we  will 
have  to  bring  the  discussion  to  a  close.    I  might  say  here,  that 
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the  system  our  company  uses  has  not  been  mentioned  by  any 
one  here.  It  is  a  very  simple  system.  We  use  work  orders 
for  all  important  jobs  whether  charged  to  operating  expenses, 
renewals,  or  new  construction.  We  handle  it  as  a  separate 
account  entirely.  The  work  is  charged  to  the  operating  ex- 
pense or  construction  account  on  the  voucher  or  pay  roll,  and 
in  addition  the  work  order  number  is  shown  against  the  charge. 
We  keep  the  work  order  ledger  entirely  separate  from  all  other 
accounts. 

If  you  build  a  half  mile  of  track  you  charge  it  to  the  proper 
construction  account,  in  addition  each  charge  has  the  work 
order  number  shown  against  it.  This  record  shows  exactly 
how  much  money  has  been  spent  on  the  work  order  from  time 
to  time,-  and  there  is  no  entry  to  make  at  the  end  of  the  month. 
It  is  a  very  simple  method,  of  course,  of  keeping  it.  It  is 
rather  crude,  but  answers  the  purpose  for  a  small  road. 

Mr.  Duffy,  will  you  please  close  the  discussion? 

Mr.  C.  N.  Duffy  : —  I  have  made  a  few  notes  of  some  of  the 
things  I  wanted  to  clear  up  in  the  minds  of  some  of  the  gentle- 
men here.  In  touching  on  the  question  of  the  controlling 
account,  I  think  Mr.  Kalweit  distinctly  stated  there  was  a  con- 
trolling account  (known  as  "  work  orders  ")  on  the  general 
ledger,  which  bears  the  same  relation  to  each  work  order, 
of  which,  I  believe,  there  are  some  350  or  400  on  the  books 
to-day,  as  "  operating  expenses  "  as  a  controlling  account  on 
the  general  ledger  bears  to  each  of  the  individual  operating 
expense  accounts.  It  it  worked  in  exactly  the  same  way.  If 
there  are  $100,000  charged  to  the  various  work  orders  in  the 
month  of  October,  open  on  the  books  of  The  Milwaukee  Elec- 
tric Railway  &  Light  Company,  there  is  a  debit  of  $100,000 
in  the  controlling  account  "  work  orders "  on  the  general 
ledger.  Now,  closing  out,  means  the  work  orders  disappear 
from  the  general  ledger  and  capital  expenditure ;  Maintenance 
and  Depreciation  Reserve,  Operating  Expenses  or  some  other 
account  bears  the  charge.  If  a  thousand  work  orders  were 
closed  out  in  a  given  month,  they  would  appear  on  the  financial 
and  operating  report  as  shown  by  one  of  the  exhibits. 

I  am  going  to  say   something  to  Mr.   MacRae  about  unit 
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cost  a  little  later  on,  in  connection  with  what  Mr.  Ham  has 
said. 

Mr.  Gidney,  I  think,  did  not  quite  understand  Mr.  Kalweit. 
He  spoke  about  receiving  a  notification ;  that  the  work  order 
was  not  closed  out  until  the  accounting  department  had  made 
an  examination  of  the  account.  Of  course,  any  uncompleted 
contract  is  included  in  the  original  estimate,  and  the  depart- 
ment may  close  out  a  $100,000  work  order  which  may  have 
only  $50,000  in  charges ;  $50,000  in  contracts  to  be  taken  on 
the  books  in  contracts  or  liabilities.  It  is  up  to  the  Accounting 
Department  to  take  care  of  that  situation. 

Now,  something  was  said  about  estimates.  I  do  not  know 
how  many  gentlemen  in  the  room  here  have  had  the  same  ex- 
perience that  we  have  had,  but  estimates  rarely  work  out.  And 
there  are  usually  good  reasons  why.  Sometimes  a  piece  of 
work  is  undertaken  which  for  good  and  sufficient  reasons  is 
changed  and  the  cost  is  increased  or  decreased.  Sometimes 
there  is  something  wrong  with  the  charges  ;  sometimes  the  es- 
timate has  not  been  correctly  made.  The  work  order  will 
disclose  this.  Now  as  to  the  point  about  this  matter  of  how 
much  should  be  charged  to  capital  as  a  betterment.  In  all 
the  discussion  that  has  been  brought  out,  the  all  important 
question  in  my  opinion  has  not  been  touched  on  at  all.  Now 
let  us  assume  that  the  reconstruction  work  order  Mr.  Kalweit 
showed  on  the  screen  was  properly  classified  from  an  account- 
ing standpoint  as  a  replacement  and  was,  therefore,  not  a  capi- 
tal expenditure  charge.  Now,  if  you  have  a  mile  of  double 
track,  which  is  equal  to  two  miles  of  single  track  and  you  have 
to  replace  the  two  miles  of  single  track  built  ten  years  ago, 
fifteeen  years  ago,  or  whatever  number  of  years  ago  it  may  be, 
and  meet  all  of  the  expenses  incurred  in  taking  out  the  old 
and  putting  back  the  new, —  because  you  have  not  added  to 
your  mileage  or  because  you  have  not  increased  your  weight 
of  rail  or  have  no  more  property  after  the  replacement  is  made 
than  you  had  before, —  from  a  strictly  accounting  standpoint, 
there  is  no  capital  expenditure,  so  the  thing  to  do  is  to  charge 
the  cost  of  the  replacement  against  Depreciation  and  Reserve. 
What  is  the  result  of  this  practice?  You  have  neither  a  his- 
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tory  nor  a  record  of  the  cost  of  the  new  track  installed.  If 
you  get  into  a  rate  hearing,  or  have  a  physical  valuation  made, 
you  do  not  know  anything  about  your  own  property. 

In  Milwaukee  we  are  taking  advantage  of  the  knowledge 
we  acquire  through  the  work  order  system  by  applying  it  to 
our  own  records  and  accounts.  We  credit  capital  account  and 
debit  maintenance  and  depreciation  reserve  with  what  the 
engineers  say  is  the  estimated  cost  of  the  old  track,  which  is 
no  more.  We  charge  the  work  order  or  the  cost  of  the  work 
of  putting  down  the  new  track  to  capital  expenditure,  because 
we  have  written  off  the  old  and  therefore  should  write  on  the 
new. 

Now,  the  effect  is  that  in  fifteen  years,  or  perhaps  ten 
years,  or  any  other  period  of  time  the  work  order,  as  shown 
on  the  screen,  gives  a  complete  history  of  the  work,  its  cost 
and  everything  about  it,  and  then  when  they  talk  about  de- 
preciation, together  with  the  cost  of  reproduction  new,  and  all 
of  the  other  things  which  enter  into  the  proposition,  we  have 
the  facts  as  opposed  to  theories,  guesses  and  talk. 

I  want  to  congratulate  my  old  friend,  Mr.  Ham,  for  what 
he  said  of  the  value  of  this  work.  I  want  to  reiterate  what 
he  said  and  what  Mr.  Tingley  said.  They  both  appreciate 
the  importance  of  the  accounting  proposition  confronting  our 
Association  today. 

But  I  disagree  with  my  friend,  Mr.  Ham,  about  the  use  of 
units.  Take  the  case  of  the  gentleman  who  said  he  built  two 
miles  of  track  up  at  Sea  Girt  and  said  he  had  to  keep  the  cost 
of  rails,  the  cost  of  everything  — 

Mr.  Cade  : —  Two  miles  and  sixteen  feet. 

Mr.  C.  N.  Duffy; — Do  you  think  you  ought  to  know  and 
show  how  much  every  lineal  foot  of  that  track  cost?  If  you 
subdivide  your  accounts,  you  ought  first  to  subdivide  them  as 
between  labor,  material  and  —  what  we  call  —  sundry  charges, 
because  there  are  tools  and  other  expenses  in  connection  with 
the  use  of  material.  If  you  have  your  accounts  subdivided, 
first  into  the  three  main  groups  suggested,  next,  the  material 
subdivided  as  between  rails  and  fastenings,  special  work,  and 
the  other  classes  of  material,  you  would  surely  know  how  many 
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feet  of  rail,  how  many  ties,  how  much  excavation  there  was. 
Why  not  show  all  this  per  lineal  foot?  In  ten  or  fifteen  years 
when  a  valuation  of  your  property  is  made,  the  estimated  cost 
of  reproduction  new  will  be  taken  ten  years  after  the  track 
is  laid  at  50  per  cent,  of  what  it  actually  cost.  These  are  facts. 
This  is  the  reason  why  you  want  unit  costs,  gentlemen. 

Vice-President  Glover: — We  are  very  glad  to  hear  from 
Mr.  Dufify.  I  wish  we  could  carry  the  discussion  on  longer. 
It  is  now  nearly  i  o'clock  and  we  have  to  close  very  shortly. 

The  next  order  of  business  is  the  appointment  of  Conven- 
tion Committees.  The  first  is  the  Committee  on  Nominations, 
consisting  of  Mr.  C.  L.  S.  Tingley,  Chairman,  Messrs.  H.  B. 
Cavanaugh,  H.  J.  Jumonville,  L.  T.  Hixson,  and  C.  B.  Mc- 
Court. 

The  Committee  on  Resolutions  will  be  Mr.  E.  D.  Gault, 
Chairman,  Messrs.  G.  B.  Cade,  and  H.  L.  Sanders. 

If  there  is  no  further  business,  a  motion  is  in  order  to  ad- 
journ until  to-morrow  morning  at  9.30  a.  m.,  when  we  meet 
with  the  Transportation  and  Trafiic  Association. 

(Motion  duly  made,  seconded  and  carried.) 


WEDNESDAY   SESSION 

October  15,  1913 

Joint  Meeting  Accountants'  and  Transportation  and  Traffic 
Associations,    Greek   Temple 

President  Stevens  of  the  Transportation  and  Trafific  As- 
sociation called  the  meeting  to  order  at  10  a.  m. 

President  Stevens  : —  The  first  order  of  business  today 
is  the  report  of  the  Committee  on  Fares  and  Transfers.  I 
understand  that  Mr.  Wood  is  unable  to  be  here,  and  that 
this  paper  will  be  presented  by  Mr.  J.  V.  Sullivan,  a  member 
of  the  Committee. 

REPORT     OF     THE     COMMITTEE     ON     FARES     AND 
TRANSFERS 

To    the   American  Electric   Railway  Accountants'   and   the   American 
Electric   Railway     Transportation     and     Traffic    Associations: 

Gentlemen: — The  Committee  on  Fares  and  Transfers  begs  to  sub- 
mit herewith  its  report : 

The  Executive  Committee  assigned  to  the  Committee  on  Fares  and 
Transfers  for  investigation  the  following  subjects  : 

(a)  Investigation  of  the  matter  of  fare  boxes. 

(b)  Metal  versus  paper  tickets,  considering  in  this  connection  the 

matter  of  liability  of  counterfeiting. 

(c)  Methods  of  accounting  for  the  transportation  of  free  passengers. 

(d)  Desirability  of  advertising  on  transfers. 

(e)  Economy  in  company  printing. 

(f)  The  use  of  transfer  issuing  devices  on  prepayment  cars. 

(g)  Methods  by  which  lap-over  zone  fares  may  be  simplified. 

(h)  Prevailing  methods  of  registration  and  accounting  of  fares  on 
both  city  and  interurban  lines,  with  the  various  blanks  and 
forms  used. 

(i)   Desirable  methods  of  checking  transfers. 

Subject  (i)  Desirable  methods  of  checking  transfers  was  designated 
for  special  study. 

[84] 
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The  first  meeting  of  this  Committee  was  held  at  the  headquarters 
of  the  Association  in  New  York  City  on  January  30,  1913,  at  which 
Messrs.  Hubbard,  Jeffries,  Sullivan,  Thomas  and  Wood  were  present. 

As  a  result  of  the  discussion  that  took  place  the  Committee  made  a 
number  of  highly  commendable  resolutions  which  ultimately  proved 
to  be  correspondingly  impracticable  of  application  to  the  matter  in 
hand.  The  scope  of  the  investigation  as  proposed  was  so  broad  and 
each  subject  was  so  well  adapted  to  the  acquisition  of  knowledge  by 
the  Socratic  method  that  when  after  much  correspondence,  suggestion 
and  counter-suggestion  the  data  sheet  was  at  last  submitted  to  the 
Secretary  of  the  Association,  that  gentleman  in  some  alarm  asked  if 
the  ulterior  motive  of  the  Committee  was  to  incur  a  printing  bill 
which  would  throw  the  Association  into  the  hands  of  a  receiver. 
Thus  somewhat  tartly  squelched  in  our  quest  for  information,  the 
Committee'  was  obliged  to  yield  to  the  materialistic  views  of  the 
autocratic  Secretary  and  forego  the  hope  this  year  of  enlightening  the 
Association  members  regarding  subjects   (b),   (c),   (d),   (e),  and   (f). 

A  Subcommittee  composed  of  Messrs.  Jeffries,  Thomas  and  Sullivan 
(Chairman)  was  appointed  to  consider  questions  (g)  and  (h),  and 
the  conclusions  of  this  Subcommittee  are  set  forth  in  a  separate 
report.     (See  Appendix  A.) 

Messrs.  Sullivan  and  Jeffries  of  the  Subcommittee  held  a  meeting 
in  Indianapolis  on  July  12. 

We  believe  that  most  railway  companies  have  found  it  desirable 
to  enforce  a  rule  prohibiting  discussions  of  a  religious  or  political 
nature,  and,  judging  from  the  diversity  of  views  set  forth  in  replies 
to  our  questions  regarding  fare  boxes  and  transfer  checking,  we 
should  be  somewhat  diffident  about  expressing  an  opinion  on  the 
merits  of  the  arguments  advanced,  for  like  the  tariff  and  divorce 
these  two  subjects  appear  to  be  largely  local  issues  with  which'  it  is 
dangerous  to  deal  abstractly.  Accordingly,  at  the  second  meeting  of 
the  Committee  in  New  York  City  on  July  9,  at  which  Messrs.  Sulli- 
van and  Wood  only  were  present,  it  was  unanimously  decided  to  set 
forth  the  facts  in  order  to  allow  both  railroad  standpatters  and  rail- 
way progressives  to  draw  their  own  respective  conclusions. 

Replies  to  the  data  sheet  inquiries  were  received  from  68  com- 
panies. Of  these,  31  reported  gross  receipts  annually  of  less  than 
$1,000,000.  These  we  grouped  in  Class  A.  Class  B  admitted  receipts 
of  between  $1,000,000  and  $5,000,000  a  year,  and  includes  21  companies. 
Class  C,  ten  companies,  acknowledged  receipts  of  more  than  $5,000,000 
per  annum,  while  six  companies  modestly  refrained  from  reporting 
any  receipts  whatever.     They  form  Class  D. 
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With    regard   to    the   use   of    prepayment    cars,    the    companies    are 
grouped  as  follows : 


Number  of  companies  that 

Class 

Use  prepay- 
ment cars 

Do  not  use 

prepayment 

cars 

No  answer 

A 

17 

i6 

7 

S 

II 

4 

2 
I 

3 

B 

C 

D 

Totals 

45 

i8 

S 

The  45  companies  report  that  the  maximum  number  of  cars  in 
service  during  average  week-day  rush  trip  is  about  13,800,  and  of 
this  number  about  7,950,  or  nearly  60  per  cent,  are  prepayment  cars. 
Seventeen  of  the  18  companies  which  do  not  operate  any  prepayment 
cars  report  that  2,250  cars  are  in  maximum  service  during  average 
week-day  rush  trip. 

The  above  figures  are  significant  as  indicating  the  extent  to  which 
the  prepayment  principle  of  operation  is  now  observed  by  member 
companies. 


FARE    BOXES 


There  is  by  no  means  such  a  marked  expression  of  belief  in  the 
efficacy  of  the  fare  boxes.  The  practice  of  the  45  companies  operating 
prepayment  cars  is  shown  by  the  following  summary : 


Class 

Number  of  companies  that 

Use  fare 
boxes 

Use  no  fare 
boxes 

A 

7 
9 
5 
3 

10 

B 

7 

c 

2 

n 

2 

Totals 

24 

21 
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A  further  division  of  sentiment  is  evident  as  between  the  relative 
merits  of  the  locked  and  non-locked  box,  the  former  being  the  type 
of  fare  box  which  renders  fares  collected  inaccessible  to  the  conductor. 


Class 

Number  of  companies  that 

Use  locked 
box 

Use  non- 
locked  bo.x 

Use  both 
types  of  box 

A 

2 

4 
2 
2 

4 
4 
2 
I 

I 

B 

C 

D 

0 

Totals .... 

10 

II 

3 

Use  of  Fare  Registers 
As  to  whether  the  fare  box  registers  or  not,  the  companies  answer 
as  follows : 


Number  of  companies  using 

Class 

Locked  boxes 

non-_ 

registering 

Non-locked 

boxes 
registering 

Both  types 
of  boxes 

A 

2                         4 
4                         4 
2                          2 
2                          I 

B 

I 

C 

I 

D 

0 

Totals 

10   1                     II 

3 

The  replies  are  consistent  in  showing  that  the  locked  boxes  are  non- 
registering  while  the  boxes  which  render  the  money  accessible  to  the 
conductor  are  all  registering  fare  boxes. 

The  following  summary  indicates  what  companies  using  a  non- 
registering  locked  box  use  a  fare  register  on  the  car  and  what  com- 
panies do  not  use  such  a  register  under  such  conditions. 


Class 

Number  of  companies  using 

Fare 
registers 

No  fare 
registers 

A 

I 
2 
0 

I 

B 

C 

D 

Totals 

4 

6 
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The  information  regarding  the  use  of  fare  registers  in  addition  to 
registering  fare  boxes  is  as  follows  : 


Class 

Number  of  companies  using 

Fare 
registers 

No  fare 
registers 

A 

4 

2 

2 

I 

B : :.:::::::::::::::::: 

c 

D 

Totals 

9 

Note. —  One  Company  in  Class  C  uses  fare  registers  on  some  cars  and  on  some  cars  it 
does  not  use  them. 


Of  the  three   companies   that   are   using  both   locked  and   unlocked 
boxes,  the   following  is  the  classification : 


Number  of  companies  using 

Class 

Supplementary 
fare  registers 

No  supple- 
mentary fare 
registers 

A 

I 
I 

0 

0 

B 

0 

C 

I 

Totals . 

2 

This  appears  to  show  that  the  supplementary  register  on  car  is 
deemed  desirable  in  those  cases  where  registering  fare  boxes  are  used. 

The  reasons  given  for  use  of  fare  boxes  of  the  various  types  are 
as  follows : 

Twelve  companies  favor  the  registering  non-locked  fare  box  on  the 
following  grounds : 


Class 

A 

B 

C 

D 

Total 

4 

2 
I 

I 

I 

8 

I 

On  trial   .                                                         

I 

r 

I 
I 

I 

I 

Totals 

5 

5 

I 

I 

I 
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Two  companies,  one  in  Class  A  and  the  other  in  Class  B,  are  each 
using  both  types  of  boxes  but  each  prefers  registering  fare  box  because 
it  delivers  money  to  conductors  and  gives  them  available  change. 

Seven  companies  favor  locked  fare  box  for  the  following  reasons : 


Class 

A 

B 

C 

D 

Total 

Cheapness,  first  cost  and  maintenance 

I 

I 
I 

I 
I 



I 

Best  seen  so  far 

I 

Totals ''. 

2 

2 

2 

I 

One  company  in  Class  C  states  it  is  experimenting  with  both  types. 
One  in  Class  C  is  experimenting  with  registering  non-locked  box. 
Two  companies  in  Class  B  and  one  in  Class  D  using  locked  box  give 
no  reason  for  preference. 

Most  of  the  locked  non-registering  fare  boxes  will  receive  any  coin, 
three  take  pennies,  nickels  and  dimes  and  one  nickels,  dimes  and 
quarters. 

Twelve  of  the  registering  non-locked  boxes  take  pennies,  nickels 
and  dimes,  two  take  nickels  and  dimes  only. 

In  the  case  of  two  companies  (Class  B)  using  registering  non- 
locked  box  and  one  company  (Class  A)  using  locked  box,  conductors 
are  required  to  give  nickel  to  passenger  in  exchange  for  pennies  when 
tendered  and  nickel  is  then  deposited  by  passenger. 

All  companies  using  fare  boxes  require  that  passengers  shall  deposit 
fare  in  box,  but  three  companies  allow  conductors  to  do  this  in 
emergency. 

From  the  companies  using  the  locked  box  the  following  methods 
of  cheating  the  fare  box  have  been  reported : 

Methods  Reported  for  Cheating  Locked  Fare  Boxes 


Class 

A 

B 

C 

D 

Total 

Over-box  —  i.  e.,  passenger  leaving  money  on  top  of 

I 

2 

I 
I 

I 
I 

I 
.... 

s 

I 

Pishing 

No  trouble 

I 

2 

I 

No  answer 

I 

Totals 

2 

4 

2 

2 

10 
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Methods  Reported  for  Cheating  Registering  Fare  Boxes 


Class 

A 

B 

C 

D 

Total 

I 

I 
I 
I 

I 

I 

I 

I 

Mutilated  coin  registering  as  penny ;  over-box.     (This 

Substituting  coins  to  register  as  pennies;  over-box.  .  . 

I 
I 
I 

Totals 

4 

4 

2 

1 

Of  companies  using  both  types  of  boxes,  one  in  Class  C  reports 
mutilated  coins  made  to  register  as  pennies;  one  in  Class  B  makes 
no  report;  and  one  in   Class  A  reports   "over-box". 

Only  one  of  the  24  companies  using  fare  boxes  reports  serious  diffi- 
culties with  foreign,  mutilated  or  counterfeit  coins. 

The  remedies  suggested  to  correct  irregularities  with  fare  boxes 
are  as   follows : 

By  those  companies  using  locked  boxes  the  following  recommenda- 
tions are  made : 

CLASS    A 

Discharge  for  damaging  box.     Rigid  inspection i 

No  answer   i 

Total  ....  2 

CLASS    B 

Special  service  checks i 

Secret  inspection  and  warning. I 

Hold  conductor  responsible • i 

No  answer   i 

Total 4 

CLASS    C 

Secret  inspection    i 

Inspection,    discipline,    arrests I 

Total 2 

CLASS     D 

No  answer   2 
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Of  those  companies  using  registering  fare  boxes,  those  in  Class  A 
recommend : 

Hold  conductor  responsible  for  broken  seals i 

Will  probably  discard  fare  box i 

Discharge.     Hold  conductor  responsible  for   foreign  or  mutilated 

coins I 

No  answer   i 

Total 4 

CLASS    B 

Rigid  inspection 1 

Cut  out  penny  register i 

No  answer   2 

Total -  -  - 4 

CLASS    C 

Hold  conductor  responsible  for  all  bad  coins i 

No  answer  i 

Total 2 


CLASS     D 

No  answer i 


Companies  using  both  boxes  recommend : 

Class  A  —  No  answer    i 

Class  B  —  Secret  inspection  and  discipline i 

Class  C  —  Surprise  tests  and  inspections i 

Total 3 

Of  the  24  companies  using  fare  boxes  the  following  report  fractional 
fares : 

Companies  Using  Locked  Boxes 

Class  B  —  3^  fare  (special  rates) i 

Class  C  —  3<^  fare  (special  rates) 2 

Class  D  —  3^  fare  ( special  rates ) i 

Total 4 
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Companies  Using  REGisr-:RiNG  Boxes 

Class  B  —  One-half  tickets   (special  rates) i 

Class  B  —  One-half   fares    (special  rates) i 

Total 2 

Companies  Using  Both  Types  of  Boxes 

Class  A  —  One-half  fares    (special  rates) i 

Class  B  —  One-half   fares    (special  rates) i 

Class  C  —  34  fares  for  children  (special  rates) i 

Total 3 

All  of  the  above  nine  companies  report  that  all  cash  fares  are  placed 
in  boxes  except  one  company  which  does  not  answer. 

Conductor  settles  on  following  basis  : 


Basis  of  Settlement 

Class 

A 

B 

C           D 

Total 

Locked  Boxes  —  No  Supplementary  Register. 
Contents  of  box 

I 

2 

I 
I 

2 
2 

I 

I 
I 

2 
I 

I 

I 

I 

4 

No  answer 

Locked  Boxes  —  Supplementary  Register. 

I 

No  answer 

Registering    Fare    Boxes  —  No    Supplementary 
Register. 

Registering  Fare  Boxes  —  Supplementary  Reg- 
ister. 
Supplementary  register 

I 

I 
2 

I 

s 

Companies    Using    Both    Types    of   Boxes  — ■  No 
Supplementary  Register. 
Fare  box 

Companies  Using  Both  Types  of  Boxes  —  Sup- 
plementary Register. 

Fare  box  register  for  money  —  other  register  for  all 
fares 

Fare  box  register 

I 

I 
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Only  seven  of  the  twenty-four  companies  using  fare  boxes  furnish 
conductors  with  change.  All  these  companies  use  locked  box  except 
one  which  uses  both  types  of  box. 

Following  is  classification : 


Class 

Number 

of 

comFanies 

Amount 
furnished  to 
conductors 

Security 

A 

S15  00 
5  00 
5  00 
10  00 
25  00 
15  00 
10  00 

Conductor  bonded  for  Sso.oo. 
Conductor  deposits  Sio.oo. 
Conductor  deposits  S25.00. 
Conductor  signs  receipt  and  turns  in 
Conductor  gives  bond  for  S50.00. 
Conductor  gives  receipt. 
No  security. 

B 

B 

B 

B 

D 

D 

at  night. 

CONCLUSIONS 

There  appears  to  be  strong  evidence  that  the  prepayment  system  of 
fare  collection  is  generally  regarded  as  preferable  to  the  old  method, 
and  your  Committee  believes  that  there  is  little  doubt  that  this  system 
materially  reduces  the  number  of  missed  fares  as  compared  with  the 
case  when  the  conductor  is  obliged  to  go  through  the  car  to  make 
collection. 

No  attempt  has  been  made  in  this  report  to  determine  what  the 
relative  merits  are  of  pay-as-you-enter  cars,  pay-within  cars,  near- 
side cars  and  centre-entrance  cars,  and  so  far  as  this  Committee  is 
concerned  they  have  all  been  considered  as  prepayment  cars.  The 
collection  of  fares  is  of  course  but  one  phase  of  the  broad  question 
as  to  which  type  of  prepayment  car  is  most  desirable,  and  it  is  believed 
that  this  subject  could  be  advantageously  studied  by  the  Committee  on 
Fares  and  Transfers  next  year. 

The  fact  that  over  half  of  the  companies  reporting  the  use  of  pre- 
payment cars  have  also  started  to  use  fare  boxes  indicates  that  the 
prepayment  system  in  and  of  itself  does  not  operate  to  prevent  the 
misappropriation  of  fares  by  dishonest  conductors  and  that  some 
supplementary  device  is  needed  to  accomplish  this  purpose,  or  at 
least  to  reduce  the  loss  in   revenue  traceable   to  this   source. 

Fare  boxes  have  been  in  use  now  for  a  period  sufficiently  protracted 
to  enable  many  of  the  companies  to  determine  just  what  results  have 
been  accomplished  toward  putting  a  stop  to  this  abuse.  The  initial 
cost  of  a  fare  box  and  the  expense  of  its  upkeep  must  necessarily 
be  considered  in  connection  with  the  percentage  of  fares  which  are 
lost  through  dishonest  conductors  without  the  use  of  the  fare  box 
and  the  percentage  of  loss  to  those  same  companies  respectively 
after  the  fare  box  has  been  in  use,  before  the  value  of  the  fare  box 
itself  in  dollars  and  cents  can  be  determined,  and  such  a  comparison 
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is  also  of  value  in  making  a  decision  between  the  merits  of  the  more 
expensive  and  complicated  registering  fare  box  which  delivers  money 
to  the  conductor  as  contrasted  with  the  locked  box  which  does  not 
register  the  amount  of  money  deposited  therein.  It  is  recognized 
that  probably  the  great  majority  of  companies  would  be  loath  to  give 
the  actual  figures  which  their  experience  has  demonstrated  to  repre- 
sent their  respective  losses  under  the  different  conditions  cited,  and 
the  relative  efficiency  of  their  secret  service  systems  is  of  course  an 
important  element  which  cannot  well  be  determined.  However  your 
Committee  believes  that  an  effort  should  be  made  by  the  Committee  on 
Fares  and  Transfers  for  the  ensuing  year  to  ascertain  this  data,  since  if 
the  information  can  be  secured  it  should  be  of  much  value  to  com- 
panies which  may  thereby  be  relieved  of  the  necessity  of  expending 
considerable  money  to  ascertain  for  themselves  what  the  facts  are. 

Since  24  companies  of  those  submitting  replies  are  using  fare 
boxes  on  prepayment  cars  and  21  companies  are  not  using  fare 
boxes,  although  operating  prepayment  cars,  it  is  very  apparent  that 
the  fare  box  in  its  present  state  of  development  is  not  regarded  as 
an  indispensable  feature  of  prepayment  operation.  Of  those  com- 
panies using  fare  boxes,  11  have  the  registering  box  which  permits 
the  money  to  come  into  the  conductor's  possession  after  registration, 
ID  companies  are  using  a  box  which  keeps  the  money  out  of  the 
conductor's  possession  and  does  not  register,  and  3  companies  are 
testing  both  types  of  boxes.  This  shows  a  pretty  even  division  between 
the  supporters  of  the  registering,  unlocked  box  and  those  who  are 
using  the  locked  box.  The  figures  previously  given  indicate  a  very 
general  prevalence  of  opinion  that  the  registering  box  should  be 
used  in  connection  with  the  supplementary  fare  register  in  order  to 
place  a  further  and  effective  check  on  the  conductor.  Of  the  14 
companies  which  are  using  the  registering  fare  box,  8  give  as  their 
reason  for  preferring  this  box  the  fact  that  the  money  received  is 
available  to  the  conductor  for  change-making  purposes,  and  2  of  these 
companies  which  are  using  both  types  of  boxes  give  this  as  their 
reason  for  preferring  the  registering  box  to  the  locked  box.  It  is 
significant  in  this  connection  to  note  that  10  companies  use  the  locked 
box  exclusively,  and  3  are  using  both  types  of  boxes,  and  out  of  this 
total  of  13  companies  7  state  that  they  find  it  necessary  to  furnish 
conductors  with  change. 

The  predominating  practice  in  the  use  of  the  registering  fare  box 
seems  to  point  to  the  belief  that  the  fare  box  should  register  pennies 
nickels  and  dimes.  All  of  the  companies  using  fare  boxes  apparently 
find  it  practicable  to  require  the  passenger  to  deposit  the  money  in 
the  box.  It  is  noted  that  in  the  cases  of  both  locked  box  and  regis- 
tering box  fraud  is  perpetrated  by  the  action  of  the  passenger  in 
leaving  the  money  on  the  top  of  the  box  or  in  handing  it  to  the  con- 
ductor instead  of   putting  it  in  the  box ;   and  while  only  i   company 
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reports  serious  trouble  with  mutilated  coins  in  connection  with  the 
use  of  the  registering  box,  4  other  companies  report  having  found 
instances  where  mutilated  coins  have  been  manipulated  to  register  as 
pennies,  i  company  even  going  to  the  extent  of  eliminating  the  penny 
registering  device  in  the  fare  box.  The  consensus  of  opinion  seems 
to  be  that  the  only  way  of  preventing  imposition  and  fraud  is  by 
rigid  inspection  involving  secret  tests  and  the  administration  of  dis- 
cipline in  those  cases  where  wrongdoing  is  detected. 

So  far  as  the  basis  of  settlemei]t  is  concerned,  where  supplementary 
fare  registers  are  used  in  connection  with  registering  fare  boxes,  one- 
half  of  the  reports  received  favor  the  practice  of  requiring  the 
conductor  to  settle  on  the  basis  of  the  highest  register,  whether  it 
is  on  the  fare  box  or  on  the  supplementary  register. 

TRANSFEKS 

The-  replies  received  from  companies  to  which  the  data  sheets  were 
sent  indicate  a  marked  divergence  of  procedure  in  checking  up  trans- 
fers. This  is  due  in  part  to  the  very  great  difference  in  the  number 
of  transfer  passengers  carried  dail3\  One  company  reports  20  and 
another  about  730,000.  In  order  to  make  an  intelligent  analysis  of 
the  situation,  the  companies  were  divided  into  five  classes  according 
to  the  volume  of  daily  transfer  business,  as  follows: 

Class  A  —  Companies    under    10,000 27 

Class  B  —  Companies  from  10,000  to  60,000 18 

Class  C  —  Companies  from  60,000  to  100,000 3 

Class  D  —  Companies  from  100,000  to  200,000 3 

Class  E  —  Companies    above    200,000 4 

Total    companies    55 


Nine  companies  failed  to  report  the  number  of  transfer  passengers 
carried  daily.  One  company  reports  no  record,  and  three  companies 
carry  no  transfer  passengers.  These  thirteen  companies  are  not  in- 
cluded in  the   following  tables. 

I.  Are  transfers  issued  on  transfers? 

Number  of  companies 
reporting 

Class  Yes  No 

A 5  22 

B 7  II 

C • t3  o 

D *3  o 

E ; t4   o 

Total 22  33 


*  One  company  punches  original  transfer  any  number  of  times  presented  for  passage  in 
proper  direction. 

t  One  company  uses  coupon  transfer. 
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2.  Is  retransfer  privilege  unlimited  as  to  number  of  retransfers? 

Number  of  companies  reporting 

Class                                                                                               Yes  No      No  answer 

A I  4                        o 

B 3  2                       2 

C o  2                       I 

D I  2                       o 

E I  3                       o 

Totals ..                   6  13                       3 


3.  Are  transfers  registered? 


Number  of  companies  reporting 


Yes 

No 

No  answer 

22 

5 

0 

12 

5 

I 

I 

2 

0 

I 

2 

0 

I 

3 

0 

37 

17 

I 

Yes 

No 

Double 

register 

used 

8 
6 

I 
I 
I 

8 
5 
0 
0 
0 

6 
I 
0 
0 
0 

17 

13 

7 

Class 

A 

B 

C 

D 

E 

Totals . 


4.  Is  separate  register  used  for  registering  transfers? 

Number  of  companies  reporting 


Class 

A 

B..- 

C 

D 

E 

Totals . 


Most  of  the  companies  which  follow  the  practice  of  registering 
transfers  report  more  or  less  effort  to  verify  collections  with  register 
readings.  In  some  instances  transfers  are  counted  and  totals  com- 
pared with  register  readings.  Others  make  further  comparison  with 
conductors'  day  sheets,  and  in  some  instances  with  trip  sheets.  One 
company  registers  tickets,  transfers  and  passes  on  the  same  register. 
Practically  all  of  the  companies  which  make  these  verifications  con- 
sider the  results  justify  them  in  so  doing,  and  also  state  that  they 
discipline  for  failure  to  register  transfers  in  the  same  manner  as  in 
the  case  of  failure  to  register  fares. 

Question  7  of  the  data  sheet  is  as  follows:  "How  do  you  keep 
track  of  transfers  issued,  destroyed  or  given  away?"  Some  com- 
panies frankly  report  that  no  record  is  kept.  Others  require  con- 
ductor to  give  receipt  for  all  transfers  given  him  for  issuance  and 
credit  him  with  what  he  returns  at  night.  A  few  depend  on  periodical 
check.     The  general  consensus   of   opinion  seems   to  be  that   it  is   im- 
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practicable  to  do  more  than  check  the  matter  in  a  general  way,  par- 
ticularly when  a  large  number  of  transfers  are  involved.  The  obvious 
difficulty  in  the  way  of  exact  check  is  that  a  large  number  of  transfers 
issued  to  passengers  are  never  used. 

One  company  which  collects  considerably  over  100,000  transfers 
daily  reports  a  form  of  checking  which  seems  to  possess  such  desirable 
features  that  this  Committee  believes  the  statement  should  be  quoted 
in  full  for  the  benefit  of  all  member  companies. 

Transfers  are  not  registered  and  have  no  monetary  value,  conse- 
quently there  is  no  incentive  to  conductors  to  exchange  or  give  away 
transfers  and  we  check  daily  the  ratio  of  transfers  issued  to  fares 
collected  with  the  results  mentioned  below.  Destroyed,  mutilated  or 
mispunched  transfers  are  placed  in  a  separate  envelope  and  handed 
at  the  end  of  the  day  to  the  Division  Superintendent.  These,  together 
with  the  transfers  returned  by  the  conductor  unissued  and  his  record 
of  issued  transfers,  must  agree  with  the  number  of  transfers  origi- 
nally given  him. 

The  method  of  keeping  track  of  transfers  issued  or  destroyed  is 
as  follows : 

Transfers  when  they  come  from  the  printers  are  carefully  checked 
with  the  original  order  and  forwarded  to  the  various  divisions.  The 
superintendents  issue  the  transfers  daily  and  record  the  beginning 
and  ending  number  as  issued  to  each  conductor.  The  conductor's  trip 
sheet  is  so  arranged  that  he  places  the  beginning  and  ending  number 
of  the  transfers  and  the  number  issued  each  half  trip  opposite  the 
fares  collected,  and  if  there  are  any  mispunched  or  mutilated  trans- 
fers, there  is  a  space  at  the  side  to  record  same.  On  the  back  of  the 
trip  sheet  there  is  a  space  for  a  memorandum  of  the  number  of  trans- 
fers received,  the  number  issued  to  passengers,  and  the  number  re- 
turned unissued  to  the  Division  Superintendents.  The  conductor's 
turn-in  is  checked  by  the  Division  Superintendent  and  it  is  his  duty 
to  see  that  the  beginning  and  ending  number  of  the  unissued  transfers 
agrees  with  the  conductor's  report  and  he  enters  the  returns  on  the 
daily  sheet  opposite  the  transfers  is'^ued  to  that  particular  conductor. 
The  columns  are  then  added  and,  of  course,  the  number  of  transfers 
issued  to  passengers  and  the  mutilated  transfers,  together  with  the 
unissued  transfers  returned  to  the  barn,  total  the  original  number  of 
transfers  given  the  conductor. 

The  records,  trip  sheets,  unissued  and  mispunched  transfers  and 
collected  transfers  (in  envelopes  for  each  trip)  are  forwarded  to  the 
Comptroller's  department  and  a  systematic  audit  is  made.  We  go 
through  the  unissued  transfers  returned  to  us  to  see  that  all  the 
transfers  are  there  and  that  the  conductor  has  not  extracted  or  issued 
any  out  of  their  proper  order. 

This  department,  by  means  of  a  specially  devised  adding  machine, 
compiles  a  statement  giving  the  conductor's  number,  the  number  of 
fares  collected  and  the  number  of  transfers  issued  on  each  half  trip. 
This  statement  is  carefully  scrutinized  and  a  letter  written  to  the 
General    Superintendent    calling   attention    to    any    irregularities,    mis- 
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takes  in  addition,  etc.,  etc.  We  are  thus  able  to  see  that  the  conductor 
never  issues  more  transfers  than  fares  collected,  and  that  be  does  not 
issue  more  transfers  proportionately  to  fares  collected  than  other  con- 
ductors on  that  line.  We  get  over  the  whole  system  about  three  times 
a  month. 

Whenever  we  find  that  an}'  transfers  have  not  been  accounted 
for,  the  conductor  is  charged  5  cents  for  each  transfer. 

The  advantages  of  this  system  are  that  we  have  a  complete 
record  of  the  transfers  printed,  the  number  issued  by  the  conductor 
to  the  public,  and  the  number  returned  by  the  conductor  unissued. 
The  Division  Superintendent  is  thus  able  to  note  and  arrange  the 
distribution  of  the  transfers  so  that  each  conductor  will  have  just 
what  he  requires  with  the  minimum  reserve  for  safety,  and  the 
Division  Superintendent  also  has  the  opportunity  of  ascertaining  by 
reason  of  the  number  of  unissued  transfers  returned,  whether  or  not 
we  are  purchasing  too  many  transfers  for  his  division. 

As  a  result  of  the  attention  that  we  give  and  the  importance  that 
we  place  upon  these  transfer  records,  the  conductor,  we  believe,  has 
a  wholesome  regard  for  the  system,  so  that  there  is  little,  if  any, 
dickering  in  transfers. 

There  is  a  somewhat  surprising  difference  of  policy  observed  in 
checking  transfers  to  determine  if  properly  honored  by  the  conductor. 
Certain  of  the  roads  receiving  but  a  few  thousand  transfers  daily 
check  this  out  with  care  as  to  date,  time,  direction,  etc.,  while  some 
roads  receiving  less  than  a  thousand  transfers  a  day  either  make  no 
check  at  all  or  at  infrequent  intervals  only.  One  company  which  re- 
ceives less  than  10,000  transfers  daily  occasionally  sorts  all  transfers 
received  and  makes  record  showing  number  issued  and  received  by 
each  conductor  with  regard  to  each  other  conductor.  Of  three  com- 
panies receiving  between  40,000  and  50,000  transfers  a  day,  one  checks 
three  times  a  week,  one  checks  at  random,  and  one  checks  the  time 
and  date  and  day  of  all  transfers.  Another  company  receiving  about 
40,000  transfers  daily  states  that  transfers  are  examined  to  see  that 
they  are  of  correct  date  and  not  turned  in  by  issuing  conductors, 
while  one  company  receiving  about  20,000  transfers  daily  makes  no 
check.  One  road  reports  it  checks  up  each  line  as  to  transfers  col- 
lected once  a  month.  This  company  receives  nearly  150,000  transfers 
daily.  A  company  receiving  175,000  transfers  daily,  checks  two 
lines  each  day.  Others  receiving  from  100,000  to  200,000  transfers 
daily,  check  periodically,  while  others  receiving  even  more  check 
either  at  random  on  each  line  at  stated  intervals  or  depend  on  the 
secret  service  department  to  report  irregularities  and  discipline  on 
the  basis  of  these  reports. 

About  half  of  the  companies  report  that  a  conductor  who  has  im- 
properly honored  transfers  is  called  before  the  Superintendent  or  his 
representative.     Two  companies  give  demerits  in  such  cases.     Several 
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report  that  men  are  cautioned  and  subsequently  disciplined  for  repe- 
tition of  offense,  while  twelve  companies  charge  conductor  on  short 
list  for  each  such  irregularity. 

The  companies  report  as  follows  with  reference  to  whether  transfers 
are  turned  in  or  placed  in  receptacle  each  trip : 

Number  of  companies  reporting 

Class 

A 

B 

C 

D 

E 


Totals. 


Yes 

No 

No 

answer 

13 

14 

0 

II 

6 

I 

2 

I 

0 

I 

2 

0 

I 

3 

0 

28 

26 

I 

Of  the  companies  answering  the  above  question  in  the  negative, 
one  each  in  Classes  B,  D  and  E  reports  the  use  of  trip  envelopes. 

Nearly  all  of  the  26  companies  state  that  transfers  are  turned  in 
at  close  of  day's  work.  Several  report  that  such  action  is  taken  at 
the  end  of  shift  or  run. 

Minimizing  the  waste  in  transfers  is  comparatively  an  easy  matter 
in  the  case  of  companies  which  use  transfers  which  are  not  separately 
printed  for  each  day  and  date  as  those  not  issued  today  may  be 
notched,  perforated  or  punched  and  used  tomorrow,  or,  if  the  day  of 
the  month  is  printed,  they  may  be  used  on  the  corresponding  date 
next  month.  Issuing  transfers  to  conductors  in  pads  of  25  or  50  is 
found  by  some  companies  to  be  an  economical  method.  Where  trans- 
fers are  not  notched  or  punched  by  starter,  barn  foreman  or  other 
official  before  being  given  to  conductor,  the  latter  is  instructed  not 
to  punch  more  than  he  will  require.  Thus  in  many  instances  there 
Is  practically  no  waste,  or  waste  is  so  small  as  to  be  negligible.  Other 
companies  which  have  a  more  serious  problem  to  deal  with  in  this 
connection  assert  that  they  procure  their  transfers  in  quantities  based 
on  previous  records,  and  a  study  of  present  conditions.  One  com- 
pany is  guided  by  traffic  statements  of  preceding  month  and  of  same 
month  for  preceding  year.  Another  company  checks  up  each  of  its 
divisions,  sending  to  each  division  superintendent  a  statement  showing 
number  of  transfer  printed  for  each  of  the  lines  under  his  super- 
vision for  the  preceding  month  and  for  the  corresponding  month  of 
the  year  before.  Cash  earnings  are  also  shown  and  number  of  un- 
issued transfers  returned  by  the  conductors  and  by  the  barn  foreman. 
On  the  basis  of  these  facts  the  superintendent  makes  up  his  estimate 
of  transfers  required  for  week  days,  for  Sundays  and  for  Saturdays 
shown  separately. 

The  following  tables  are  interesting  as  showing  the  proportion 
of  transfers   given   to   conductors   and   not   issued,   the  percentage  of 
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issued   transfers   collected   and   the   total   transfers   collected    daily  by 
the  various  companies  upon  whose  answers  this  report  is  based : 

Percentage  of 
transfers  given 

conductors  and    Percentage  of 
not  issued  by    issued  transfers     Daily  transfer 
them  collected  collections 

CLASS  A None  Indefinite  20  to  so 

None        100 

2                          95  200 

5                          90  400 

600 

700 

None                            95  900 

None            No  record  1,050 

1,500 

S                            75  I , 500 

55                            95  2,300 

No  record            No  record  3 ,  000 

20                          70  3,000 

3 , 000 

Answer  vague                            90  3,S50 

No  record                            86  4,000 

IS                    81.12  4,07s 

95  4,500 

32                            83  4,500 

15                          90  5,000 

20                          98  S,8oo 

No  record        6,oco 

No  record                        88.2  6,276 

18                          80  7,000 

25                              90  7,003 

50  to  80                         75  7,500 

25          No  record  9,5^0 


CLASS  B. 


No  record 
40 
50 
50 


40 


80 
No  record 
75 
60 
No  record 


85 


II ,  000 
II  ,300 
16,000 
17,080 
17,571 
18,000 
19,000 
22,500 
23,000 


None 

62 

17.5 
None 
25  to  35 
Variable 


75 
No  record 
68 
81 
85 
No  record 


37,oco 
38,000 

42,771 
42,800 
43,000 
50,000 
53,152 
58,530 
60,000 


CLASS  C Variable 

35 
15 

CLASS  D.  .  , 25.5 

25 

Practically  none 
CLASS  E Answer  vague 


87 
90 


66.2 
82 
82 


97 
64 
46 


70,000 

98,45s 

100,000 

140,000 
180,000 

200,000 


175,000  to 
250,000 

220,000 

350,000 
730,000 


Note. — The  blanks  indicate  that  no  answer  was  received. 
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The  Committee  had  hoped  that  companies  would  answer  all  of  these 
questions  in  order  to  make  the  comparisons  of  value,  and  that  each 
company  would  send  a  sample  of  transfer  used.  Unfortunately  this 
was  not  done  and  consequently  the  Committee  is  unable  to  present  as 
complete  information  as  it  hoped  to  submit. 

Eleven  companies  in  Class  A  submitted  transfers.  Only  one  of  these 
used  a  dated  transfer,  i.  e.,  one  printed  for  use  on  only  one  day.  Five 
companies  use  a  transfer  on  which  month  and  day  must  be  indicated 
by  punch  or  notch  mark.  One  company  shows  by  perforation  the  date, 
i.  e.,  "  Jun  ID ",  while  three  companies  use  a  transfer  on  which  a 
numeral  is  printed  in  colored  ink  to  show  date  and  the  month  is  can- 
celed by  punch.     One  uses  both  second  and  last  types  mentioned. 

In  Class  B  three  companies  have  transfers  which  must  be  punched 
for  both  month  and  day.  One  punches  day  of  week  and  date,  i.  e., 
"  Thursday  loth "  but  shows  no  month.  Two  use  a  transfer  with 
numeral  printed  for  date  and  month  is  canceled  by  punch;  and  one 
has  a  dated  transfer.     One  uses  both  first  and  third  types. 

Three  companies  in  Class  C  use  dated  transfers. 

One  company  in  Class  D  uses  a  dated  transfer  and  one  uses  transfer 
on  which  month  and  day  must  be  canceled  by  punch  mark. 

In  Class  E  two  companies  iise  dated  transfers,  and  one  cancels  day 
and  month  by  punch  mark. 

Only  one  of  the  roads  using  transfers  printed  for  one  day  only 
advocates  the  use  of  punched  day  and  month  transfer  as  auxiliary  to 
keep  down  waste  and  provide  for  emergencies,  while  one  other  such 
road  states  that  consideration  is  being  given  to  the  subject.  Four  do 
not  favor  the  plan.  Two  give  vague  answers.  Of  these  eight  com- 
panies four  consider  such  a  transfer  is  subject  to  abuse  by  the  public, 
two  are  of  the  opposite  opinion,  and  two  do  not  answer. 

A  number  of  the  companies  reported  statutes  or  ordinances  which 
have  for  their  object  the  prevention  of  trafficking  in  transfers.  Chap- 
ter 965  of  the  Laws  of  Rhode  Island  is  too  long  to  attempt  to  quote 
in  full.  This  is  "An  Act  providing  for  Free  Transfers  on  Street 
Railways,  and  in  amendment  of  and  in  addition  to  an  Act  passed 
at  the  January  Session,  A.  D.  1896,  entitled  'An  Act  to  provide  a 
system  of  Free  Transfers  in  the  City  of  Providence,  and  for  other 
purposes,  and  in  addition  to  an  Act  entitled  "An  Act  concerning  the 
Union  Railroad  Company,  passed  at  the  January  Session,  A.  D. 
1892  "  '  and  in  amendment  of  and  in  addition  to  an  Act  entitled  'An 
Act  providing  for  a  Tax  on  Street  Railways,'  passed  at  the  May 
Session,  A.  D.  1898,  and  of  the  Acts  in  amendment  thereof  and  in 
addition  thereto." 

Among  the  provisions  of  the  Act  are  these : 

Sec.  I. 

(i)  That  no  passenger  shall  be  entitled  to  a  transfer  ticket  unless 
he  demands  the  same  at  the  time  of  paying  a  cash  fare. 
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(2)  That  a  transfer  ticket  shall  not  entitle  a  passenger  to  be 
transported  upon  any  intersecting  or  connecting  track,  unless  such 
passenger  takes  passage,  at  the  point  of  intersection  or  connection,  on 
the  first  car  which  passes  such  point  after  the  passenger  arrives 
thereat,  and  which  is  being  operated  over  the  connecting  or  inter- 
secting track  in  the  direction  in  which  the  passenger  desires  to  go. 

(3)  That  such  corporation  shall  not  be  required  to  issue  any 
transfer  ticket  which  will  enable  a  passenger  to  return  toward  the 
point  where  he  first  took  passage,  by  a  line  running  parallel  with  or 
in  substantially  the  same  general  direction  as  the  one  from  which  he 
is  transferred. 

(4)  That  no  person  shall  be  entitled  to  a  transfer  in  any  case 
where  he  can  reach  his  point  of  destination  on  the  lines  of  said  com- 
pany, from  the  point  where  he  first  takes  passage,  without  such  trans- 
fer, upon  payment  of  a  single  fare  of  five  cents. 

(5)  That  transfer  tickets  shall  not  be  assignable  or  transferable 
to  any  other  person,  but  shall  be  used  only  by  the  person  to  whom 
issued. 

(6)  That  such  corporation  shall  be  required  to  issue  only  one 
transfer  ticket  for  a  five  cent  fare,  and  such  ticket  shall  entitle  a 
passenger  to  a  transfer  from  the  car  :n  which  he  begins  his  journey 
to  a  second  car,  but  not  further. 

(7)  That  such  corporation  may  designate  upon  such  tickets  the 
route  or  routes  upon  which,  and  the  direction  in  which,  such  tickets 
will  be  received  in  lieu  of  fare,  and  the  point  of  intersection'  or  con- 
nection at  which,  and  the  time  within  which,  such  tickets  must  be 
presented  in  order  to  be  so  received.  And  no  such  ticket  shall  be 
valid  unless  presented  at  the  point  and  within  the  time  designated 
upon  a  car  of  such  corporation  operated  over  the  route  and  in  the 
direction  indicated  upon  such  ticket,  and  by  the  passenger  to  whom 
such  ticket  has  been  issued  by  the  company  or  its  agent  at  the  time 
of  receiving  from  such  passenger  a  regular  fare;  and  such  corporation 
may  establish  and  print  on  such  tickets  all  such  other  reasonable 
rules  and  regulations  as  may  be  required  to  prevent  fraud  in  the 
issue  or  use  of  such  transfer  tickets,  so  that  the  same  may  not  be 
used  contrary  to  the  purpose  and  intent  of  this  section. 

Sec.  2.  If  any  person,  other  than  the  passenger  to  whom  a  trans- 
fer ticket  has  been  issued,  shall  present  such  ticket  to  the  conductor 
of  any  car  in  lieu  of  payment  of  fare,  or  if  any  person  shall  present 
such  ticket  to  such  conductor  in  lieu  of  payment  of  fare  at  a  time 
other  than  the  time  when  or  at  a  place  other  than  the  place  where 
such  ticket  is  by  its  terms  made  valid,  such  conductor  may  take  up 
such  ticket  and  demand  from  such  person  the  payment  of  a  regular 
fare;  and  if  such  payment  is  refused,  may  eject  such  person  from 
such  car. 

Sec.  3.  No  transfer  ticket  giving  or  purporting  to  give  the  right 
of  transfer  from  one  car  to  another  car  shall  be  issued,  sold,  or 
given  to  any  person  except  a  passenger,  nor  at  any  time  except  when 
a  regular  fare  is  paid,  nor  by  any  person  except  the  conductor  or 
other  agent  of  the  corporation  who  receives  such  fare :  Provided, 
that  nothing  herein  contained  shall  prevent  a  passenger  or  other 
person  who  has  lawfully  received  a  transfer  ticket  from  delivering 
the  same  to  any  conductor  or  other  agent  of  the  corporation,  acting 
in  the  discharge  of  his  duties. 

Sec.  4.  No  person  shall  purchase  or  receive  any  transfer  ticket 
giving  or  purporting  to  give  the  right  of  transfer  from  one  car  to 
another,   except   from   a   conductor  to   whom   such   person  has   paid   a 
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regular  fare ;  nor  shall  any  person,  except  a  passenger  who  has  re- 
ceived a  transfer  ticket  upon  payment  of  a  regular  fare,  present 
or  offer  any  such  ticket  to  the  conductor  of  any  car  for  passage : 
Provided,  however,  that  this  section)  shall  not  apply  to  conductors  or 
other  agents  of  any  such  corporation  who  receive  transfers  in  the 
regular  discharge  of  their  duties. 

Sec.  5.  Every  person  violating  any  of  the  provisions  of  sections  3 
or  4  of  this  act  shall  be  fined  not  less  than  five  nor  more  than  twenty 
dollars  for  each  offence. 

Coupon  Transfers 

In  asking  for  information  with  regard  to  coupon  transfers  the 
Committee  did  not  have  in  mind  the  A.  M.  and  P.  M.  coupon  transfer, 
but  rather  the  transfers  with  coupons  that  are  detached  and  used  in 
making  a  continuous  trip  over  several  different  lines,  a  coupon  being 
surrendered  on  each  line. 

Only  two  companies  made  any  report  regarding  this  particular  form 
of  transfer.  One  company  states  that  it  has  used  a  transfer  of  this 
character  for  a  number  of  years  and  that  it  is  very  satisfactory  be- 
cause it  eliminates  the  necessity  of  issuing  a  retransfer.  This  com- 
pany has  a  ticket  with  a  single  coupon  attached.  The  other  company 
adopted  the  use  of  the  coupon  transfer  about  a  year  ago.  The  ticket 
consists  of  a  central  portion  with  a  coupon  on  either  side.  The  ex- 
perience of  this  company  with  that  form  of  ticket  has  been  very 
satisfactory.     ^ 

CONCLUSIONS 

The  method  of  procedure  to  be  observed  in  checking  transfers  must 
obviously  depend,  ist,  on  the  number  of  transfers  collected  daily; 
2d,  the  form  of  transfer  used;  3d,  whether  the  transfers  are  regis- 
tered or  not.  The  form  of  transfer  must  necessarily  be  determined 
largely  by  local  conditions.  From  the  replies  received  it  is  apparent 
that  the  transfer  which  provides  for  the  cancellation  of  the  month 
and  day  by  punch  and  notch  marks  is  well  adapted  for  use  on  those 
lines  where  the  number  of  transfers  honored  daily  is  relatively 
small,  or  on  those  lines  where  the  demands  on  the  time  and  attention 
of  the  conductor  are  not  so  great  as  to  make  it  undesirable,  in  the 
judgment  of  the  operating  officials,  to  compel  him  to  cancel  the  transfer 
by  necessary  punching.  This  form  of  transfer,  of  course,  possesses 
the  advantage  of  involving  very  little  waste,  and  consequently  mini- 
mizes the  expense  of  printing  tickets.  It  is  susceptible  of  greater 
abuse  than  any  other  form  of  transfer  and  must  be  punched  more 
carefully. 

The  transfers  which  are  stamped  or  printed  with  a  figure  to  indi- 
cate the  day  of  the  month,  and  which  require  that  the  month  itself 
shall  be  cancelled  by  the  punch  mark  or  notch  mark,  possess  many 
of  the  advantages  of  the  transfer  to  which  reference  has  just  been 
made,  although  to  a  slightly  less  degree  so  far  as  waste  is  concerned. 
Those  that  are  not  used  this  month  may  be  used  on  the  corresponding 
date  next  month. 
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The  transfers  which  are  perforated  by  a  machine  before  being  given 
to  a  conductor  are  thought  not  to  be  quite  as  economical  as  either 
of  the  other  two  types  of  transfers  just  discussed,  but  obviously  in- 
volve less  waste  than  a  transfer  which  bears  the  printed  day,  date 
and  month  and  is  only  good  for  one  particular  day.  The  perforated 
transfer  has  the  advantage  that  the  company  ofificials  may  perforate 
as  many  or  as  few  as  may  be  needed  for  any  particular  day.  Changes 
in  weather  conditions  or  special  circumstances  tending  to  cause  a 
fluctuation  of  traffic  may,  of  course,  be  readily  met  with  this  form  of 
transfer;  and  at  the  same  time  the  conductor  is  relieved  of  the  neces- 
sity of  a  great  deal  of  punching. 

The  dated  transfer  which  may  be  used  only  on  one  day  involves 
more  waste  than  any  of  the  preceding  types  of  transfers  mentioned 
because  it  must  be  procured  by  the  Company  some  days  in  advance  of 
the  date  upon  which  it  is  to  be  used,  and  it  is  therefore  necessary  to 
insure  that  sufficient  tickets  are  secured  unless  resort  is  taken  to  the 
use  of  a  supplemental  emergency  transfer  on  which  the  day  and  month 
must  be  cancelled  by  punch  mark.  Opinion  as  to  the  advisability  of 
this  course  seems  to  be  somewhat  divided.  It  appears  to  your  Com- 
mittee to  be  disadvantageous  in  that  it  involves  the  use  of  more  than 
one  standard  form  of  transfer,  and  that  it  opens  the  way  to  additional 
abuse;  but  there  may  be  certain  local  conditions  which  render  the  use 
of  this  ticket  so  advantageous  as  to  offset  these  undesirable  features. 
Where  such  emergency  transfers  are  kept  in  stock  special  care  should 
be  exercised  to  prevent  theft. 

The  coupon  transfer  is,  of  course,  more  expensive  to  procure,  but 
it  appears  to  possess  marked  advantages  in  those  cases  where  a  per- 
son is  permitted  to  transfer  more  than  once  because  the  life  of  the 
ticket  is  limited  at  the  time  originally  punched  and  is  not  extended  by 
the  issuance  of  subsequent  transfers  with  corresponding  advances  in 
the  time  limit.  It  allows  a  passenger  to  select  his  route  by  indicating 
to  him  the  alternate  routes  which  he  may  choose,  and  it  permits  the 
lines  to  be  so  arranged  on  the  coupons  that  automatically  the  op- 
portunity for  abuse  is  reduced. 

Where  a  relatively  small  number  of  transfers  are  collected  each 
day,  it  is  our  judgment  that  a  reasonably  thorough  check  of  the  date 
of  the  tickets,  the  time  of  presentation  and  the  point  at  which  honored 
will  be  productive  of  good  results  in  the  maintenance  of  discipline  and 
in  minimizing  fraud. 

Where  the  number  is  large,  the  opportunity  for  imposition  and 
pecuniary  loss  is  correspondingly  greater,  and  in  those  cases  where 
transfers  are  not  registered  we  can  suggest  no  better  procedure  in 
checking  than  that  which  we  have  quoted  at  length  in  the  preceding 
pages  of  this  report  with  regard  to  a  company  which  receives  con- 
siderably over   100,000  transfers  a  day. 
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Where  the  number  of  transfers  amounts  to  several  hundred  thou- 
sand or  more  daily  and  transfers  are  not  registered,  it  seems  to  us 
that  periodical  checks  at  somewhat  less  frequent  intervals  than  in 
the  instance  just  referred  to  should  be  made,  and  that  such  checks 
should  be  supplemented  by  special  tests  through  the  co-operation  of 
the  Secret  Service  Department, 

With  regard  to  the  registration  of  transfers,  the  Committee  is 
divided  in  its  opinion.  Three  of  the  members  are  associated  with 
companies  which  do  not  register  transfers  while  the  other  three  mem- 
bers are  affiliated  with  companies  which  register  transfers.  We  are 
well  aware  that  there  is  a  very  marked  difference  of  views  on  this 
subject  throughout  the  country.  Of  the  55  companies  whose  answers 
are  tabulated,  34  in  Classes  A  and  B  together  register  transfers,  10 
do  not  and  i  company  does  not  answer;  while  in  Classes  C  and  D 
and  E,  3  companies  register  transfers  and  7  companies  do  not.  In 
the  smaller  companies  the  vote  is  more  than  3  to  i  in  favor  of  trans- 
fer registration,  while  in  the  larger  companies  it  is  sliglitly  more 
than  2  to  I  against  it. 

As  to  the  use  of  a  separate  register  in  such  cases,  14  out  of  the 
34  companies  in  Classes  A  and  B  which  register  transiers  use  a 
separate  register ;  I3  do  not  use  a  separate  register  and  7  use  a  double 
register.  All  3  of  the  companies  in  Classes  C,  D  and  E  which 
register  transfers  find  it  advisable  to  use  a  separate  register  for  that 
purpose. 

Without  attempting  to  pass  on  the  merits  of  the  arguments  on 
either  side  of  this  controversy,  the  Committee  believes  it  is  justified 
in  the  following  statements :  Where  transfers  are  not  registered  they 
do,  of  course,  possess  a  money  value  to  the  public  and  a  reasonable 
check  should  be  made  to  determine  whether  conductors  are  disposing 
of  transfers  for  a  money  consideration  to  the  mutual  profit  of  them- 
selves and  the  persons  to  whom  sold,  and  a  loss  to  the  railway.  Wliere 
transfers  are  registered  not  only  is  the  preceding  statement  true  as 
regard  the  loss  to  the  railway  and  the  mutual  profit  to  the  conductor 
and  passenger  by  the  result  of  such  transaction,  providing,  of  course, 
that  the  transfer  is  sold  for  less  than  the  rate  of  fare,  but  transfers 
under  these  conditions  actually  possess  a  money  value  to  the  conductor 
in  the  settlement  of  his  accounts  with  the  company;  and  the  tempta- 
tion to  exchange  transfers  with  conductors  on  other  lines  and  to  sub- 
stitute the  transfers  thus  secured  for  cash  fare  receipts  is  created. 
This  does  not  exist  when  transfers  are  not  registered.  Therefore, 
when  transfers  are  registered  the  necessity  for  an  accurate  and 
thorough  check  of  the  handling  of  transfer  tickets  daily  in  tne  case 
of  small  companies  and  at  very  frequent  intervals  in  the  case  of 
large  companies  would  seem  to  be  imperative  in  order  to  protect  the 
revenue  of  the  road  involved.  Each  company  must  decide  this  vexed 
question  for  itself  and  must  be  guided  very  largely  by  its  local  con- 
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ditions,  including  cost  of  accurate  checking.  Where  transfers  are 
issued  on  transfers  the  situation  becomes  correspondingly  compli- 
cated if  transfers  are  registered,  and  the  opportunities  for  imposi- 
tion are  in  a  like  degree  increased. 

As  to  whether  it  is  desirable  that  transfers  should  be  placed  in  a 
receptacle  each  trip,  opinion  is  very  nearly  evenly  divided.  This  is 
probably  due  largely  to  local  conditions  as  in  many  instances  it  may 
not  be  practicable  to  carry  out  this  course.  As  a  general  proposition 
we  believe  that  such  a  practice  is  conducive  to  a  more  accurate  check 
of  transfers,  and  we  would  recommend  it  to  the  consideration  of 
member  companies  if  it  does  not  involve  operating  complications  un- 
desirable in  nature  which  would  more  than  offset  the  advantages  to 
be  secured  by  this  procedure. 

The  figures  which  have  previously  been  given  in  the  table  indicating 
the  percentage  of  transfers  given  to  conductors  and  not  used  by  them 
suggests  to  the  Committee  that  this  is  a  phase  of  operation  that  a 
number  of  roads  are  not  following  up  very  closely,  and  that  it  might 
be  to  their  advantage  to  make  a  study  of  their  results  as  compared 
with  those  obtained  bj'  other  companies  working  under  similar 
conditions. 

The  figures  as  to  percentage  of  issued  transfers  which  are  collected 
seem  to  indicate  as  a  general  tendency  that  as  the  number  of  transfers 
issued  increases  the  percentage  actually  collected  decreases.  This  is 
particularly  noted  in  the  case  of  the  last  two  companies,  one  of  which 
collects  only  64  per  cent  of  transfers  issued  and  the  other  only  46 
per  cent.     Neither  of  these  two  companies  registers  transfers  collected. 

It  is  believed  by  your  Committee  to  be  essential  to  the  economical 
handling  of  transfers  and  proper  safeguarding  of  revenue  that  all 
employes  concerned  in  the  distribution  of  transfers  should  be  im- 
pressed with  the  value  of  these  important  bits  of  paper. 
•  The  Committee  desires  to  thank  the  member  companies  which  have 
so  courteously  responded  to  the  appeal  for  information  contained  on 
the  Committee's  data  sheet.  It  appreciates  that  the  answers  to  the 
inquiries  setting  forth  the  desired  facts  in  considerable  detail  in 
many  cases  involved  much  labor  in  preparation,  and  it  is  only  through 
the  kindness  of  those  companies  that  the  Committee  is  able  to  present 
to  you  the  facts  contained  in  this  report. 

Respectfully  submitted, 

F.   T.   Wood,   Chairman, 
J.  V.   Sullivan, 

E.  C.  Deal, 

F.  L.   Hubbard, 

G.  K.  Jeffries, 
W.  B.  Thomas, 

Committee  on  Fares  and   Transfers. 
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APPENDIX  A 

REPORT    OF   SUBCOMMITTEE 

To  this  Subcommittee  were  referred  for  investigation  the  following 
subjects: 

Method  by  which  overlap  zone  fares  may  be  simplified. 

Prevailing  methods  of  registration  and  accounting  of  fares  on 
both  city  and  interurban  lines,  with  the  various  blanks  and  forms  used. 

A  number  of  ciuestions  under  these  subjects  were  included  in  the 
data  sheet  of  the  general  committee,  and  the  answers  indicated  as 
usual  a  wide  divergence  of  views.  Many  of  the  companies  replying 
operate  only  city  lines,  a  few  strictly  interurban  lines,  and  some  more 
operate  city  and  interurban  lines  jointly. 

The  question  of  overlapping  zones  has  troubled  more  than  one 
company  in  the  past  year,  and  where  such  zones  have  to  be  established 
it  is,  of  course,  desirable  that  the  experience  of  other  companies  be 
learned  with  a  view  to  minimizing  the  friction  that  must  result  where 
single  and  double  fare  passengers  are  mixed  in  the  same  car.  This 
is  a  new  experience  for  city  lines.  Fifteen  companies  "replied  that 
they  had  such  zones,  and  about  one-half  of  these  rely  on  the 
memory  of  conductors  to  distinguish  between  the  two  classes  of 
passengers,  while  others  use  hat  checks  or  special  form  checks. 
Only  one  company  finds  it  necessary  to  have  an  inspector  board  cars 
in  the  neutral  zone.  Six  companies  advise  against  the  use  of  hat 
checks  for  double  fare  passengers  only,  while  three  favor  this  method. 
The  majority  of  those  answering  declare  that  conductors  should  col- 
lect hat  checks  at  the  end  of  the  run. 

Your  Committee  believes  that  overlap  zones  should  be  avoided  if 
possible,  and  if  they  alread;"'  exist  some  steps  should  be  taken  to 
eliminate  them.  A  neutral  zone  between  a  5  and  a  10  cent  district 
is  likely  to  give   rise  to  many   disputes. 

Of  28  companies  answering  the  questions  as  to  the  basis  for  com- 
puting published  fare  rates,  10  reply  "  Two  cents  per  mile,"  5  others 
say  "  city  limits  5  cents,"  4  others  "  S  cent  fare  zone  basis,"  while 
several  others  are  indefinite.  The  minimum  interurban  fare  of  the 
great  majority  of  companies  answering  is  5  cents,  a  few  charging 
10  cents  and  one  on  a  basis  of  i^4  cents  per  mile.  Nearly  all  the 
companies  collect  fares  through  to  destination,  but  there  are  seven 
which  collect  in  zones.  Seventeen  companies  sell  round-trip  tickets, 
while  10  do  not,  and  of  those  selling  round-trip  tickets,  3  give  no 
reduction,  6  take  off  10  per  cent,  while  the  other  percentages  run  as 
high  as  30  per  cent. 
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Nearly  all  companies  report  that  fare  points  are  made  in  divisions 
of  5  cents.  Answering  a  question  as  to  their  method  of  collecting 
and  computing  fares  to  and  from  intermediate  stops,  between  fare 
points,  the  replies  are  mostly  "  from  or  to  first  fare  point  beyond," 
others   reporting"  "  point  to  point,"   and  a   few   "  mileage  basis." 

Fifteen  out  of  29  companies  use  terminal  tracks  of  another  company 
and  their  methods  of  settling  for  passengers  carried  over  this  other 
company's  tracks  are  varied  as  follows  :  Arbitrary  basis,  per  car  basis, 
rental  basis,  car  mileage,  50  per  cent  of  fares,  4  cents  per  passenger, 
5  cents  per  passenger,  and  indefinite. 

Twenty  companies  reported  that  they  are  operating  interurban  lines 
into  or  through  a  corporate  town  or  city  where  the  franchise  limits 
the  fare.  All  but  seven  of  these  companies  report  that  the  through 
rate  is  based  on  the  mileage  from  terminal.  Destination  checks  are 
used  on  all  trips  by  7  companies,  while  ig  companies  do  not  so  use 
them.  Hat  checks  instead  of  special  forms  are  the  general  practice. 
Fourteen  of  the  23  companies  replying  do  not  use  destination  checks 
when  conductors  change  runs  between  terminals.  Of  these  who  do 
use  such  checks  half  use  hat  checks  and   half  use  a  special   form. 

On  many  of  the  subjects  touched  on  in  this  report,  your  Com- 
mittee has  thought  it  best  not  to  make  recommendations  as  the  vary- 
ing local  conditions  undoubtedly  account  for  the  widely  varied  prac- 
tice and  no  standard  can  be  set  up  with  the  hope  of  having  it  followed. 

The  two  cents  per-  mile  basis  of  computing  fares,  which  appears  to 
be  the  most  general,  probably  is  the  result  of  following  up  the  two 
cent  fare  law,  now  in  force  in  several  states.  Your  Committee  is 
pleased  to  note  the  almost  general  practice  along  the  lines  of  last 
year's  committee  recommendation  in  regard  to  the  through  collection 
of  fares  as  opposed  to  the  zone  system.  The  advantages  of  the 
former  system  were  thoroughly  discussed  at  the  Chicago  Convention. 

In  addition  to  the  matters  designated  for  investigation  by  the 
Executive  Committee,  there  was  turned  over  to  your  Committee  by 
Secretary  Donecker  a  communication  bearing  on  the  collection  of 
fares  on  interurban  lines.  Inasmuch  as  last  year's  committee  reported 
against  the  practice  of  permitting"  conductors  to  sell  any  tickets  on 
cars  and  the  present  Committee  agrees  that  the  public  should  be  dis- 
couraged from  paying  cash  on  cars  instead  of  buying  tickets  in  ad- 
vance, the  letter  referred  to  is  printed  in  part  in  Appendix  B.  There 
is  much  food  for  thought  in  that  writer's  views,  and  coming  from 
the  representative  of  a  large  interurban  system  they  should  carry 
much  weight. 

Respectfully   submitted, 

J.   V.    Sullivan,   Chairman. 
G.  K.  Jeffries, 
W.  B.  Thomas, 

Subcommittee. 
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APPENDIX  B 

COLLECTION    OF    INTERURBAN    FARES 

"  We  are  now  figuring  on  a  radical  change  —  one  that  I  think  will 
revolutionize  our  present  method  and  not  only  prevent  loss  of  revenue 
from  fares  that  are  actually  collected  but  will  lessen  the  fare  collec- 
tions on  our  trains,  increase  the  sale  of  tickets  and  insure  a  better 
protection  on  our  passenger  revenue  traffic  as  a  whole  and  enable  us 
to  check  our  conductors  with  more  accuracy.  The  present  plan  con- 
templates charging  a  passenger  a  slight  excess  on  a  train  fare  over 
the  published  ticket  fare  on  his  failure  to  purchase  a  ticket  for  a 
refund  of  the  excess  through  any  ticket  ofTice  presented.  In  this  way 
passengers  paying  excess  will  demand  receipts  and  it  will  also  have 
the  effect  of  increasing  the  sale  of  mileage  books  as  a  convenience 
to  the  passenger.  It  is  also  contemplated  doing  away  with  our  present 
ringing  up  cash  fares  on  our  cars,  thereby  saving  the  cost  of  registers 
and  in  lieu  thereof  issue  cash  fare  receipts,  which  we  figure  can  be 
accomplished  giving  us  a  better  check  on  the  passengers  handled. 

"  The  registration  system  on  interurban  cars,  while  in  some  in- 
stances and  under  some  circumstances  facilitating  the  handling  of 
crowded  cars,  does  not,  in  my  opinion,  take  care  of  the  more  essential 
factor,  that  of  conserving  the  revenue.  Our  experience  is  that  under 
registration  it  is  impossible  to  accurately  check  a  car,  there  being  so 
many  devices  that  can  be  employed  by  the  conductor  in  destroying 
the  efficiency  of  registration,  any  of  which  is  a  legitimate  excuse, 
so  that  it  becomes  a  barrier  rather  than  a  method  of  efficiency.  • 

"As  a  relief  to  this  situation  we  feel  that  the  issuance  of  cash 
fare  receipts  is  the  only  safeguard  and  by  which  system  a  car  can  be 
accurately  and  easily  checked,  so  that  it  resolves  itself  into  a  matter 
of  choice  as  to  the  best  sj^stem  of  cash  fare  receipts  to  be  used. 
The  opinion  of  the  writer  is  that  a  cash  fare  receipt  with  a  coupon 
attachment  penalizing  the  passenger  a  slight  excess  over  the  ticket 
rate,  the  excess  to  be  redeemable  upon  presentation  of  the  coupon 
attached  at  any  ticket  office  of  the  Company,  is  the  most  effective  and 
at  the  same  time  offers  greater  returns  than  any  other  system  used. 

"  The  argument  in  favor  of  registration  is  largely  on  account  of 
congested  traffic  making  it  possible  for  the  conductor  to  work  crowded 
cars  more  effectively  but  it  is  found  that  this  theory  is  also  applicable 
if  the  proper  method  or  the  proper  system  of  cash  fare  receipts  are 
used,  and  by  the  use  of  them  a  carrier  will  have  accomplished  the 
foremost  of  all;  that  of  being  able  to  accurately  check  the  car,  and 
the  conductor  who  mans  it." 
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President  Stevens  : —  I  would  like  to  hear  from  some 
member  on  this  subject,  as  it  is  of  great  importance,  and  while 
we  realize  that  a  universal  system  is  impracticable,  if  not 
impossible,  I  feel  that  a  very  full  discussion  would  be  doubt- 
less of  great  benefit  to  the  members  present. 

Not  knowing  the  opinions  of  the  individual  members  on 
this  subject,  it  is  hard  to  know  on  whom  to  call,  but  we  would 
like  to  have  full  discussion. 

Discussion  of  Report  of  Committee  on  Fares  and  Transfers 

Mr.  Strong  : —  We  have  followed  the  practice  of  register- 
ing transfers,  using  a  separate  register,  or  a  double  register, 
feeling  that  in  so  doing  we  eliminate  the  possibility  of  substi- 
tuting transfers  for  cash  as  may  be  done  where  all  fares  are 
registered  on  the  same  register.  We  also  require  conductors 
to  turn  in  transfers  in  sealed  envelopes  at  the  end  of  each  half- 
trip. 

Having  used  both  methods,  there  is  no  doubt  in  my  mind  but 
that,  where  all  fares  are  registered  on  the  same  register,  the 
practice  of  trading  transfers  is  carried  on  rather  freel}'  among 
conductors,  but  it  seems  to  me  that  when  cash  and  transfers 
are  registered  on  separate  registers,  it  means  that  a  third  party 
must  be  brought  into  the  transaction,  if  anything  is  to  be 
gained.  That  is  to  say,  while  there  might  be  coalition  between 
a  conductor  and  a  passenger,  whereby  both  the  passenger  and 
the  conductor  who  sells  a  transfer  for  a  nominal  price,  may 
each  receive  part  of  a  fare,  there  is  nothing  to  be  gained 
by  conductors  in  trading  transfers  and  of  course,  the  neces- 
sity of  bringing  a  third  party  into  the  transaction,  causes  con- 
ductors to  be  wary  about  attempting  it  as  they  do  not  know 
with  whom  they  are  dealing. 

Mr.  Huggins: — Our  company  also  registers  the  transfers 
on  a  multiple  register.  We  also  require  the  conductors  to 
enclose  their  transfers  in  sealed  envelopes  at  the  end  of  each 
half-trip.  We  never  had  experience  with  the  non-registra- 
tion of  transfers  and  therefore  cannot  say  anything  on  that. 

Mr.  Nicholl  : —  We  do  mostly  an  interurban  business  and 
do  not  have  very  much  of  a  transfer  business.  About  95 
per  cent  of  our  fares  are  cash,  the  other  five  being  in  trans- 
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fers.  We  do  register  the  transfer,  and  we  check  them  up 
periodically.  We  have  the  conductors  drop  the  transfers  in 
a  box  at  a  convenient  point  each  trip,  and  so  far  we  have  not 
found  a  great  deal  of  trafficking  in  the  transfers  nor  lost  any 
perceptible  amount.  We  use  an  Ohmer  fare  register  (that  is 
a  multiple  register)  and  therefore  it  necessarily  means  the 
registering  of  the  cash,  the  tickets  and  the  transfers  on  the 
same  sheet. 

Mr.  Gibson  : —  In  connection  with  this  report  I  would  state 
the  practice  of  our  company  is  given  in  detail  on  pages  97 
and  98.  As  stated,  we  have  obtained  very  satisfactory 
results  from  the  system  there  outlined.  We  do  not 
register  transfers,  and  have  pursued  that  policy  for  quite 
a  number  of  years.  We  use  about  6,000,000  transfers  a  month. 
Our  transfer  business  is  from  45  to  50  per  cent  of  our  entire 
business.  We  do  not  issue  a  transfer  upon  a  transfer.  We 
have  the  conductor  repunch  the  transfer, —  that  is,  the  con- 
ductor issuing  it  punches  the  direction  his  car  is  going  at  the 
time,  and  it  is  repunched  by  the  second  conductor  if  the 
passenger  wishes  to  use  the  transfer  again.  On  our  trip  sheets, 
we  have  our  conductor  place  the  number  of  the  ending 
transfer  upon  each  half  trip.  We  check  this  up  carefully 
every  so  often,  depending  on  the  business  that  we  have  at 
hand,  whether  it  is  during  the  rush  season  or  not.    , 

This  matter  of  transfers  has  been  considered  very  care- 
fully by  our  company  within  the  last  two  years,  and  we  have 
practically  no  trouble  with  the  exchange  of  transfers  between 
conductors. 

We  require  our  conductors  to  place  the  collected  transfers 
at  each  half-trip  in  envelopes,  not  depositing  them  during 
the  day,  but  only  at  the  end  of  the  days  work  upon  their 
return. 

We  have  had  some  trouble  with  transfer  exchanges,  that  it, 
the  use  of  transfers  —  the  exchange  of  transfers,  rather,  be- 
tween passengers,  and  that  matter  has  been  investigated  and 
eliminated  as  much  as  possible. 

Mr.  Sullivan  : —  We  do  not  register  transfers  in  Chicago, 
but  I  believe  in  the  registration  of  transfers  in  almost  any 
other  city.     We  collect  over  700,000  transfers  daily,  and  in 


112  '      Accountants'  Association 

estimating  the  cost  of  checking  these  to  compare  with  the 
register  reading,  we  found  it  would  be  almost  prohibitive. 
But  I  believe  on  any  system  that  is  smaller  than  ours,  it  is 
well  to  have  a  registration  for  every  passenger  on  the  car. 

Mr.  Adkins  : —  We  periodically  take  a  line  and  examine 
the  transfers  issued  by  the  conductors  of  said  line,  and  report 
our  findings  to  the  general  manager,  who  takes  the  matter  up 
with  the  superintendent  of  the  line,  who  in  turn  takes  up  any 
irregularities  with  the  individual  conductors. 

Conductors  are  required  to  place  transfers  received  in  en- 
velopes, seal  same  and  deposit  in  small  box  on  car. 

Conductors  enter  on  trip  cards  at  the  end  of  each  half -trip, 
the  beginning  and  ending  serial  number  of  transfers  issued, 
so  that  "in  case  of  an  examination  of  transfers  we  can  refer 
to  the  trip  card  and  see  whether  he  has  done  his  work  cor-- 
rectly  or  not. 

Mr.  Kilfoyle: — -We  do  not  register  transfers.  Our  man- 
agement does  not  favor  registering  transfers.  It  is  a  dififerent 
proposition  with  us  than  with  most  companies,  as  our  transfers 
have  a  cash  value. 

Mr.  Boylan  : —  I  would  like  to  hear  some  discussion  on 
the  use  of  fare  boxes.  I  have  been  making  some  inquiries 
recently  and  find  that  there  are  in  use  about  7,500  registering 
fare  boxes  of  various  types.  These  fare  boxes  are  used  by 
35  or  40  companies,  and  I  think  a  discussion  on  that  part  of 
the  report  referring  to  fare  boxes  would  prove  interesting. 

Mr.  J.  E.  Duffy  : —  Mr.  President,  I  am  like  a  good  many 
representatives  of  other  companies ;  we  are  using  about  all  the 
types  of  fare  boxes  there  are  on  the  market  and  we  have  not 
yet  arrived  at  a  conclusion,  as  to  which  is  the  best.  We  have 
different  types  of  non-registering  and  registering  boxes,  but,  as 
I  said,  we  are  not  yet  ready  to  say  which  is  the  most  economi- 
cal or  which  will  be  the  most  satisfactory  in  the  end. 

Mr.  Ham  : — My  ideas  on  the  subject  of  fare  boxes  may  not 
be  popular,  as  our  company  is  one  of  the  few  that  has  not 
benefited  by  using  fare  boxes.  That,  however,  should  not 
be  taken  as  any  condemnation  of  the  use  of  fare  boxes, — 
simply  that  in  the  local  situation  we  have  in  the  City  of  Wash- 
ington, the  fare  box  did  not  seem  to  work.     That  seems  to 
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be  due  to  the  fact  that  about  80  or  85  per  cent  of  our  business 
is  done  on  tickets,  leaving  only  abotit  15  per  cent  to  be  done 
on  a  cash  basis.  Now,  as  to  the  handling  of  tickets,  our  ex- 
perience has  been,  that  we  could  do  it  better  without  the  use 
of  the  fare  box.  To  show  how  views  may  differ,  the  Capital 
Traction  Company  adopted  fare  boxes  about  the  same  time 
as  we  did  away  with  them,  and  they  have  practically  the  same 
conditions  to  contend  with  that  we  have,  so  you  might  say 
there  is  no  unanimity  of  opinion  in  Washington  as  to  whether 
fare  boxes  are  good  or  bad.  We  felt  that  we  did  not  obtain 
good  results,  and  while  we  do  not  think  we  had  the  best  kind 
of  fare  box"  still,  there  was  nothing  in  it  which  looked  particu- 
larly attractive  to  us,  and  we  decided  to  give  them  up. 

Mr.  J.  E.  Duffy  : —  You  used  the  non-registering  fare  box  ? 

Mr.  Ham  : —  Both  kinds. 

Mr.  Stivers  : —  None  of  our  companies  use  fare  boxes. 
We  did  use  for  a  while  in  New  Orleans  the  non-registering 
type  of  box,  but  discontinued  its  use,  due  to  the  heavy  ac- 
counting cost. 

Mr.  Huggins  : —  In  Portland  we  operate  about  800  cars, 
250  of  which  are  pay-as-you-enter  cars.  We  used  the  non- 
registering  lock  fare  box  on  those  pay-as-you-enter  cars  for 
about  two  years  and  by  the  end  of  that  time  we  reached  the 
positive  conclusion  that  it  was  bad  practice  because  of  the 
increased  cost  of  handling  the  money, —  the  cost  of  account- 
ing more  than  offsetting  the  benefits.  We  experimented  in  a 
very  small  way  with  a  coin-registering  box,  but  inasmuch  as 
that  did  not  take  care  of  the  tickets,  we  abandoned  that  and 
are  now  operating  our  pay-as-you-enter  car  without  any  fare 
boxes,  and  I  must  say  it  has  proven  very  satisfactory.  We 
concluded  it  best  to  wait  for  the  Public  Service  Railway  and 
other  eastern  companies  to  favor  us  with  their  experience. 

Mr.  Adkins: — We  used  the  registering  type  of  fare  boxes 
and  found  them  unsatisfactory.  We  are  now  using  the  non- 
registering  closed  boxes,  but  the  cost  connected  with  the  use 
of  a  closed  box  is  very  great  and  we  are  now  trying  to  obtain 
some  other  system  which  will  be  satisfactory  and  less  expen- 
sive. As  far  as  the  use  of  the  fare  box  is  concerned,  we  have 
found  same  to  be  advantageous,  taking  it  all  in  all. 
8 
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Mr.  Connette: —  I  think  it  would  be  enlightening  to  recite 
one  particular  instance  of  my  experience  in  the  operation  of 
the  city  lines  in  Lockport,  New  York.  We  have  six  cars  in 
operation  in  that  city.  Early  this  year  we  equipped  the  lines 
with  one-man  "  Near-Side  "  cars  with  recording  fare  boxes. 
Passengers  paid  their  fares  as  they  passed  into  the  car.  By 
this  operation  we  not  only  saved  a  large  operating  cost  in 
platform  expense,  but  the  resulting  benefit  of  the  use  of  fare 
boxes  was  more  than  we  expected.  I  did  not  anticipate  that 
there  would  be  such  an  enormous  increase  in  receipts,  but  up  to 
September  ist  of  this  year,  those  six  cars  showed  an  average 
increase  of  over  21  per  cent  with  but  very  little  new  traffic, 
and  I  attribute  the  increase  to  the  efficiency  of  the  fare  boxes. 

Mr.  Stubbs  : —  I  do  not  feel  that  I  am  as  well  qualified  to 
speak  upon  this  subject  as  is  Mr.  Dietz,  cashier  of  the  Company. 

Mr.  Dietz: — I  want  to  say  that  our  company  is  now  using 
the  new  type  of  fare  box,  with  locks,  the  registering  fare  box. 
Of  course  the  lock  fare  box  entails  more  expense  and  with  the 
registering  fare  box,  the  fares  are  registered  and  all  its  con- 
tents. In  addition  to  that,  we  use  the  register  on  the  inside 
of  the  car,  and  have  a  register  in  the  rear  of  the  car  and  front 
of  the  car,  and  we  believe  that  the  registering  fare  box  —  we 
also  use  the  front  register, —  is  the  better  proposition,  pro- 
vided it  is  used  in  connection  with  the  register  inside  of  the 
car. 

Mr.  Byrne  : —  Our  experience  in  Rochester  has  been  some- 
what similar  to  the  experience  of  the  car  companies  in  other 
cities.  We  are  still  experimenting  and  trying  a  different  type 
of  closed  box  than  the  one  we  had  previously  been  using. 
The  matter  is  still  in  its  experimental  stage  and  it  is  a  difficult 
matter  to  decide  where  the  greatest  efficiency  and  economy 
lie,  in  the  recording  or  the  closed  type  of  box,  we  have  a 
strong  liking  for  the  closed  type  despite  the  fact  of  its  more 
costly  operation. 

Mr.  Boylan  : —  I  was  amused  to  hear  Mr.  Huggins  remark 
that  he  was  waiting  to  hear  from  the  Public   Service  as  to 
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what  they  would  finally  do.  AVhen  we  placed  the  prepayment 
cars  in  operation,  w^e  used  a  locked  box.  We  had  over  1,000 
boxes  in  use  and  found  this  system  to  be  very  expensive.  The 
money  was  sent  to  the  main  office  in  Newark  by  car  each 
morning,  and  it  cost  betw^een  $40,000  and  $50,000  a  year  to 
handle  the  returns  from  the  locked  boxes.  We  immediately 
got  in  touch  with  the  manufacturers,  and  suggested  that  they 
devise  some  sort  of  a  box  that  would  eliminate  this  expense. 
We  have  tried  and  have  in  use  today  four  different  types  of 
registering  fare  boxes.  W^e  have  eliminated  the  expense  of 
handling  and  counting  the  returns  received  in  the  locked  boxes. 
The  expense  of  handling  the  registering  fare  box  is  very 
small.  There  is  one  man  in  our  fare  box  department  handling 
the  boxes,  making  renewals  and  one  thing  and  another,  and 
that  is  all  the  expense  necessar}^  We  think  a  registering  fare 
box  is  the  proper  receptacle  to  use  for  the  collection  of  fares 
on  prepa,yment  cars. 

We  have  some  1,400  registering  fare  boxes  in  use  and  while 
we  are  not  in  a  position  just  at  this  time  to  recommend  any 
particular  box,  we  believe  that  eventually  we  will  find  a  reg- 
istering fare  box  that  will  take  care  of  all  our  requirements. 

If  there  is  any  further  information  desired,  or  if  anybody 
would  like  to  ask  questions  concerning  the  registering  fare  box. 
Twill  try  to  answer  them. 

I  might  say  that  the  only  tickets  we  have  at  the  present 
time  are  school  tickets  the  size  of  which  we  increased  to  equal 
in  size  the  smallest  transfer  in  use  on  our  system,  and  these 
tickets  are  handed  to  the  conductor  the  same  as  a  transfer, 
so  that  our  fare  box  receives  coins  only. 

Mr.  Wilson  :■ — ■  I  do  not  feel  that  I  am  able  to  say  much 
upon  this  question ;  but  I  might  say  that  I  do  find  that  there 
are  two  classes  of  fare  boxes  needed, —  one  for  the  railroad 
that  has  from  20  to  35  per  cent  of  tickets,  and  another  class 
of  box  for  the  road  that  has  a  very  large  percentage  of  tickets. 
It  has  struck  me  that  possibly  the  solution  to  the  road  having 
the  smallest  percentage  of  tickets  would  be  the  use  of  metal 
tickets  and  a  registering  fare  box  that  registered  such  tickets, 
which  would  give  the  registration  of  all  the  fares  except  trans- 
fers, then  by  using  the  ordinary  register  in  the  front  end  of  the 
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car,  tickets  and  cash  fares  on  one  side,  and  the  transfers  on  the 
other  side  of  the  register,  you  would  have  the  total  number 
of  passengers  on  board  registered  on  the  front  register,  and  the 
conductor  would  not  have  the  opportunity  of  swapping  trans- 
fers for  tickets,  as  is  now  the  case.  As  far  as  I  know,  there  is 
no  ticket  receptacle  that  registers  tickets,  and  with  those  we 
have  used,  the  conductor  can  get  to  the  tickets  after  passing 
through  the  box  and  swap  transfers  for  tickets  in  making  his 
returns.  I  believe  that  it  is  almost  necessary  to  have  two 
classes  of  recording  fare  boxes,  that  is,  one  that  registers 
metal  tickets  for  railroads  having  a  small  percentage  of  tickets, 
and  one  of  another  type  for  the  road  having  a  large  percentage 
of  tickets. 

The  use  of  a  metal  ticket  might  not  do  for  a  road  collecting 
a  large  percentage  of  tickets  on  account  of  the  weight  and 
bulk  of  same  ;  but  a  well  executed  metal  ticket,  I  believe,  would 
answer  for  the  road  using  a  small  percentage  of  tickets. 

Mr.  F.  H.  Brown  : — We  have  been  using  the  Rooke  system 
for  the  past  six  years,  and  have  found  it  very  satisfactory.  We 
only  operate  one  line  of  prepayment  cars  at  the  present  time, 
about  forty  cars  on  the  line,  and  have  been  running  them 
about  seven  or  eight  months.  We  do  not  register  transfers, 
and  do  not  have  any  tickets,  and  have  never  had  any  trouble 
with  the  system.    We  have  found  it  very  satisfactory. 

Mr.  Boylan  : —  Do  you  use  the  Rooke  register  on  your 
prepayment  cars  ? 

Mr.  F.  H.  Brown:— Yes. 

Mr.  Boylan  : —  You  do  not  have  any  other  register  in  your 
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Mr.  F.  H.  Brown  : —  No,  we  do  not  have  any  other  register. 

Mr.  Boylan  : —  Mr.  President,  Method  G,  in  the  report,  by 
which  the  lap-over  fare  system  may  be  simplified,  is  a  very 
important  subject,  and  I  think  we  should  have  some  discussion 
on  that  method. 

President  Stevens: — If  there  is  some  member  here  who 
has  had  experience  in  the  lap-over  zone  system  of  fares,  I 
would  be  very  glad  if  he  would  give  us  the  benefit  of  his  ex- 
perience. 

(There  was  no  iccponse.) 
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President  Stevens: — Before  we  leave  the  subject  of  fare 
boxes,  I  will  say  that  in  Cincinnati  we  have  experimented  with 
probably  every  class  of  fare  box  on  the  market,  including 
the  Rooke  system.  Before  attempting  the  use  of  the  Rooke 
box,  I  took  the  subject  up  with  Mr.  Potter,  General  Manager 
of  The  Rhode  Island  Company,  where  I  understood  that  the 
system  was  being  used  very  successfully.  We  tried  it  out  on  our 
line  and  it  developed  some  objectionable  features,  so  that  the 
experiment  was  discontinued  after  about  sixty  or  ninety  days' 
time.  There  is  no  question  in  my  mind  but  that  with  the  pre- 
payment type  -of  car,  a  fare  box  is  essential,  or  at  least  very 
advisable.  The  question  arises,  of  course,  of  obtaining  a  fare 
box  that  will  meet  local  conditions.  As  one  member  said  a 
while  ago,  it  is  largely  a  question  of  whether  it  is  a  town  with 
cash  fares  or  a  town  with  ticket  fares.  That  would  largely 
determine  the  type  of  fare  box  to  be  used.  With  us,  prac- 
tically 97  per  cent  of  our  business  is  cash.  Where  the  busi- 
ness is  largely  a  ticket  business,  of  course  a  different  type  of 
fare  box  would  be  preferable.  We  have  used  both  the  record- 
ing and  non-recording  types,  and  I  am  satisfied  that  sooner  or 
later  we  will  obtain  something  that  meets  our  requirements  in 
every  respect. 

Mr.  Boylan  : —  Method  F,  relating  to  the  use  of  a  transfer- 
issuing  device  on  prepayment  cars,  is  another  subject  worthy 
of  discussion. 

President  Stevens  : —  That  was  a  point  the  Committee,  I 
believe,  did  not  investigate,  but  I  agree  with  Mr.  Boylan  that 
we  should  have  some  discussion  upon  that  subject.  If  Mr. 
Duffy,  of  Rochester,  would  start  that,  I  think  we  would  have 
views  which  would  be  of  benefit  to  us  all. 

Mr.  J.  E.  Duffy  : —  We  are  one  of  the  few  companies  I  sup- 
pose, that  have  experimented  with  a  transfer-issuing  machine, 
using  the  first  commercial  machine,  made  by  the  Champion  Re- 
cording Transfer  Company,  and  we  only  experimented  with  that 
for  about  one  week  or  ten  days,  and  I  must  say,  without  being 
the  agent  for  the  machine,  that  it  worked  out  very  satisfac- 
torily. We  did  not  go  into  the  question  of  the  cost  of  the 
machine ;  we  were  simply  experimenting  to  see  whether  a  ma- 
chine, which  would  issue  a  transfer,  would  be  practicable  if 
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placed  on  a  prepayment  car.  I  must  say  that  as  far  as  that 
feature  of  the  case  is  concerned,  that  the  machine  issued  a 
transfer,  printed  on  it  the  time  it  was  issued,  and  the  length 
of  time  the  transfer  was  good.  Therefore,  absolutely 
determining,  without  any  question  of  doubt,  except  it  might 
be  the  failure  of  the  clock  which  was  provided  in  the 
machine,  at  what  time  the  transfer  would  expire,  and 
it  was,  as  I  say,  the  first  machine  made  by  the  company, 
but  it  worked  out  very  satisfactorily.  I  don't  know  what  the 
cost  of  it  would  be,  perhaps  prohibitive,  but  as  far  as  the 
practicability  of  the  system  was  concerned,  on  our  system  par- 
ticularly, it  worked  out  very  satisfactorily.  Mr.  Strong  who 
also  experimented  with  the  machine  is  here,  I  believe,  from 
Rochester.  Those  are  the  only  two  companies  that  have 
had  any  experience  with  the  machine  on  the  cars. 

Mr.  Strong: — Soon  after  the  transfer-issuing  machine 
was  tried  in  Syracuse,  Mr.  Champion  came  to  Rochester  and 
placed  a  similar  machine  adapted  for  use  on  one  of  our  lines 
which,  by  the  way,  is  one  of  the  heaviest  carrying  lines  in 
the  city.  We  found,  as  did  Mr.  Duffy,  that  the  machine  proved 
to  be  perfectly  practicable,  that  is,  it  could  be  operated  rapidly 
even  at  the  start,  and,  of  course,  after  a  time  as  a  man  learned 
the  location  of  each  line  on  the  dial,  it  could  be  worked  more 
rapidly  than  at  the  start,  when  it  was  unnecessary  to  hunt  on 
the  dial  for  the  line  to  which  transfer  was  to  be  issued. 

I  feel  that  the  practicability  of  the  machine  has  already  been 
demonstrated  to  us  and  that  its  success  depends  upon  whether 
or  not  it  will  stand  up  in  service  and  whether  or  not  it  can  be 
put  on  our  cars  at  a  cost  that  will  make  it  possible  for  us  to 
use  it. 

We  used  the  machine  in  connection  with  the  closed  fare  box, 
but  cannot  see  why  the  type  of  fare  box  would  affect  its  opera- 
tion. It  can  be  placed  beside  the  fare  box  in  such  a  way  that  a 
passenger  pays  his  fare  and  upon  stepping  forward  receives 
his  transfer. 

We  took  special  pains  to  interview  the  conductors  who  used 
it,  and  found  that  they  were  much  pleased  with  its  operation. 
From  personal  observation,  as  well  as  from  the  expressions  of 
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conductors  who  operated  it,  it  looks  very  much  Hke  an  ap- 
paratus that  should  be  developed,  especiaUy  if  it  can  be  placed 
on  our  cars  at  a  cost  that  is  not  prohibitive. 

President  Stevens  : —  One  of  the  subjects  suggested  by  the 
Executive  Committee  for  the  Committee  on  Fares  and  Trans- 
fers, was  the  subject  "  Metal  vs.  Paper  Tickets,  Considerii^^"; 
in  This  Connection  the  Liability  of  Counterfeiting."  The 
Committee,  as  I  understand,  did  not  investigate  this  suggested 
subject.  My  understanding  is  they  have  been  tried  in  Cleve- 
land, and  I  would  be  glad  to  hear  from  Mr.  Davies. 

Mr.  Davies  : —  A  metal  ticket  was  used  in  Cleveland  f or 
two  or  three  years,  during  the  time  the  Railway  Company 
leased  its  road  to  the  Municipal  Traction  Company.  Upon 
re-assuming  possession  of  the  road,  we  abandoned  the  use  of 
metal  tickets,  and  substituted  paper  tickets.  A  pretty  careful 
examination  was  made,  and  it  convinced  us  that  the  cost  of 
operating  with  metal  tickets  was  very  much  in  excess  of  operat- 
ing with  paper  tickets,  principally  because  of  the  cost  of  put- 
ting up  the  tickets  after  their  collection.  I  have  forgotten  the 
figures,  but  my  recollection  is  that  we  estimated  that  the  cost 
of  using  metal  tickets  for  five  years  would  exceed  by  about 
$40,000  the  cost  of  operating  with  paper  tickets.  There  is 
a  provision  in  our  particular  franchise  that  if  at  any  time  a 
rate  of  fare  requiring  the  use  of  tickets  shall  come  to  be  in 
effect,  a  re-issuable  ticket  shall  be  used.  It  was  the  idea  of 
the  city  that  a  metal  ticket  would  be  more  profitable  than  ? 
paper  ticket.  We  are  using  a  great  many  tickets  now,  but  they 
are  tickets  not  sold  at  a  discount.  They  are  sold  at  the  rate 
of  five  tickets  for  fifteen  cents,  the  rate  of  fare  being  three 
cents.  The  ticket  is  used  merely  for  the  convenience  of  the 
public  and  the  conductors. 

President  Stevens: — One  of  the  subjects  treated  by  the 
Committee  is  a  desirable  method  of  checking  transfers.  That 
has  been  touched  on  only  in  a  very  general  way,  and  it  is  a 
subject  on  which  we  should  have  some  discussion.  I  would 
be  pleased  to  hear  from  any  member  present  on  the  subject. 

Mr.  Boylan  : — The  question  of  checking  transfers  is  a  broad 
subject. 
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Our  conductors  place  their  transfers  in  trip  envelopes  at 
the  end  of  each  half-trip.  The  conductor  notes  on  his  day 
sheet  the  number  of  transfers  issued.  The  unissued  trans- 
fers are  returned  by  him  and  after  the  closing  number  has 
been  recorded  these  transfers  are  deposited  in  a  locked  box 
at  the  car  house  and  forwarded  to  the  auditor's  office.  The 
issued  transfers  are  checked  as  to  the  time  of  issue  and  the 
time  of  collection  and  are  also  compared  with  the  issuing  con- 
ductor's report,  shown  on  day  sheet.  At  the  commencement 
of  his  day's  work,  the  conductor  is  given  a  sufficient  num- 
ber of  transfers  to  cover  his  requirements  for  the  day  —  the 
commencing  number  and  the  closing  number  of  transfers 
issued  to  him  having  been  recorded  on  the  transfer  report.  At 
the  completion  of  his  day's  work,  the  commencing  number 
and  the  closing  number  of  the  unissued  transfers  returned  by 
him  are  likewise  recorded  on  the  transfer  report.  The  dif- 
ference represents  the  number  of  transfers  issued  by  him 
during  the  day. 

President  Stevens  : —  We  would  be  very  glad  to  hear  from 
Mr.  Charles  H.  Smith  of  the  United  Traction  Co.,  of  Albany, 
N.  Y.     ■ 

Mr.  Smith  : —  I  do  not  think  it  is  really  necessary  for  me 
to  explain  our  system,  for  it  is  exactly  like  the  system  in  use 
in  Newark,  which  Mr.  Boylan  has  already  outlined. 

Mr.  Kalweit  : —  We  do  not  use  a  trip  sheet,  but  use  a  sched- 
ule which  is  put  on  the  back  of  transfers  by  the  trainman. 
The  transfers  are  then  deposited  in  a  box  in  various  locations 
on  the  system  and  are  later  collected  and  turned  into  the  ac- 
counting department.  We  do  not  check  these  transfers  further 
than  to  assemble  them. 

Mr.  Collins: — Our  method  of  handling  transfers  is  as 
follows:  We  have  transfers  of  four  different  colors,  good  15 
minutes,  30  minutes,  45  minutes,  and  one  hour,  respectively, 
after  the  hour  punched,  and  printed  for  each  day  and  each 
line,  so  that  all  the  conductor  has  to  punch  is  the  hour  and 
the  destination.  The  list  of  lines  on  the  face  of  the  trans- 
fer is  so  arranged  that  when  the  destination  is  punched,  the 
junction  point  is  at  the  same  time  indicated  on  the  back  of 
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the  transfer,  which  is  blocked  off  and  the  junction  points 
printed  in. 

As  to  the  matter  of  collection  —  the  transfers  collected  are 
put  into  an  envelope  at  the  end  of  each  trip  on  which  is  shown 
the  number  of  transfers  contained  therein,  the  trip,  the  time, 
etc.,  all  the  envelopes  being  turned  in  to  the  receiver  at  the 
end  of  the  day's  work. 

We  have  a  transfer  band,  with  a  gummed  end,  which  can 
be  placed  around  a  number  of  envelopes,  on  which  the  con- 
ductor notes  the  number  of  envelopes  turned  in,  and  the  num- 
ber of  transfer-s  in  each  envelope.  The  receiver  has  simply  to 
count  the  number  of  envelopes  contained  in  this  band,  forward- 
ing the  unbroken  bundle  to  the  Auditing  Office,  where  the  en- 
velopes are  again  counted.  In  this  way  the  chance  of  a  dis- 
agreement with  the  conductor  as  to  the  number  of  envelopes 
turned  in  is  reduced  to  a  minimum. 

In  the  auditing  office  the  band  is  broken,  and  the  transfers 
contained  in  each  envelope  counted  and  checked  against  the 
conductor's  statement  on  the  face  of  the  envelope.  If  there 
is  any  discrepancy,  it  is  reported  to  the  head  checker,  who  takes 
the  matter  up  with  the  conductor. 

Formerly  the  transfers  were  put  into  a  box  at  the  car  house, 
and  in  collecting  a  number  were  lost,  causing  much  trouble 
with  the  conductors,  who,  of  course,  claimed  that  they  had 
turned  in  the  lost  transfers.  With  the  method  we  are  now 
using,  this  trouble  is,  of  course,  eliminated. 

Mr.  Davies  : —  We  haA'e  a  check  on  transfers  in  Cleveland 
that  I  believe  exists  nowhere  else.  It  is  possible  by  reason  of 
the  mutuality  of  interest  the  City  and  the  Railways  Company 
have  in  operating  the  railway.  We  charge  one  cent  for  each 
transfer  when  issued,  and  return  the  cent  to  the  passenger 
upon  the  presentation  of  the  transfer  on  the  second  car.  That 
practice,  I  think,  ought  to  be  in  use  on  every  railroad  in  the 
country.  I  think  it  could  be  put  into  effect  as  a  regulation 
of  the  issue  apd  collection  of  transfers.  The  argument  in  its 
favor,  from  the  viewpoint  of  the  car-riders,  is  that  fewer 
people  will  ride  on  transfers  if  they  have  to  pay  for  them, 
and  there  will  consequently  be  more  room  for  fare  passengers. 
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It  is  a  good  plan  from  the  viewpoint  of  the  company,  because 
people  will  not  buy  transfers  unless  they  expect  to  use  them. 
They  will  not  buy  transfers  to  sell  them  or  give  them  away, 
and  there  will  be,  therefore,  less  abuse  of  the  transfer  privilege. 

Mr.  Boylan  : —  I  wish  to  again  refer  to  Method  F,  re- 
lating to  the  use  on  the  car  of  the  transfer-issuing  device. 
I  think  this  is  a  very  important  subject  for  us  to  consider.  Mr. 
■  Duffy  and  another  member  present,  stated  that  they  used  some 
of  those  machines.  Two  machines  have  been  made  ready  for 
our  use,  but  they  have  not  yet  been  placed  on  our  cars.  They 
will  be  installed  this  month.  Are  there  any  other  members 
present  who  have  had  any  experience  with  these  or  other 
transfer  issuing  devices  ?  Inasmuch  as  these  machines  have 
been  manufactured  for  the  purpose  of  providing  a  method  of 
safeguarding  our  revenues,  I  believe  the  importance  of  the 
subject  is  self-evident  to  all  of  us.  If  transfer  issuing  ma- 
chines can  be  made  practicable  the  possibility  of  swapping  and 
exchanging  transfers  will  be  eliminated  entirely  and,  conse- 
quently, our  revenues  are  bound  to  increase. 

I  failed  to  state  in  my  previous  remarks  in  connection  with 
the  subject  of  checking  transfers,  that  our  lYansportation  De- 
partment check  the  transfers  collected  very  frequently  during 
the  day.  The  inspectors  board  the  cars  at  the  end  of  a  route 
or  sometimes  between  two  terminals,  inspecting  the  transfers 
which  the  conductor  has  inserted  in  his  envelope  for  that  par- 
ticular trip.  This  method,  we  believe,  prevents  to  a  certain 
extent,  substitution  of  transfers  for  cash  fares  and  exchange  of 
transfers  between  conductors. 

Mr.  Hegarty  : — For  the  benefit  of  Mr.  Boylan,  I  will  ad- 
vise him  that  we  have  used  a  transfer  box,  not  for  issuing 
transfers,  but  only  for  checking  transfers.  This  box  has  a 
time  stamp  concealed  in  the  same,  which  registers  automati- 
cally, and  the  conductor  at  the  end  of  every  half-trip  puts  his 
transfers  into  an  envelope  and  seals  the  same.  He  then  places 
the  envelope  on  a  sliding  shelf  and  pushes  the  same  into  the 
box  which  locks  with  a  catch.  He  then  pulls  down  the  lever 
which  operates  the  automatic  time  stamp.     After  he  stamps 
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the  envelope  he  cannot  withdraw  the  envelope  from  the  box. 
The  reason  that  he  cannot  remove  the  envelope  from  the  box 
after  he  has  stamped  it,  is  that  they  could  stamp  it  at  the  time 
of  the  regular  half-trips  and  place  it  in  the  box  at  any  time 
thereafter  before  the  end  of  his  day's  work.  The  only  other 
way  that  I  know  of  checking  and  depositing  of  transfers  out- 
side of  this,  is  to  have  a  box  located  at  the  terminals  of  the 
lines  and  a  man  stationed  there  to  see  that  the  envelopes  are 
deposited  in  the  box  and  have  this  man  stamp  the  time  on 
each  envelope  as  he  receives  it.  This  style  of  box  I  have  had 
very  good  success  in  using.  I  have  never  used  the  transfer 
issuing  box. 

Mr.  Boylan  : —  Are  those  in  present  use  ? 

Mr.  Hegarty  : —  We  are  not  using  them  at  the  present  time 
in  New  Orleans,  but  they  are  in  use  at  Little  Rock,  where  I  was 
formerly  stationed,  but  we  are  contemplating  the  use  of  them 
in  New  Orleans  as  soon  as  satisfactory  arrangements  can  be 
made  for  their  manufacture. 

Mr.  Boylan  : —  We  haven't  been  able  to  obtain  one  that 
would  answer  our  requirements. 

Mr.  Hegarty  : —  I  would  be  very  glad  to  send  you  the  old 
method  we  used. 

President  Stevens  : —  Is  there  any  further  discussion  on 
this  report? 

If  there  is  no  further  discussion,  what  is  the  pleasure  of  the 
meeting  regarding  this  report? 

(On  motion,  regularly  moved,  seconded  and  carried,  it  was 
voted  that  the  report  be  accepted.) 

President  Stevens: — The  appointment  of  a  Committee  on 
Nominations  of  the  Transportation  and  Traffic  Association  is 
now  in  order.  The  following  have  been  appointed  as  members 
of  this  Committee :  Messrs.  J.  N.  Shannahan,  W.  N.  Casey, 
J.  E.  Duffy,  J.  V.  Sullivan,  and  W.  E.  Boileau. 

The  next  order  of  business  is  the  report  of  the  Committee 
on  Express  and  Freight  Traffic.  The  discussion  on  this  sub- 
ject  will  in  a  general  way,  also  cover  the  subject  of  express  and 
freight  accounting.  This  report  will  be  presented  by  Mr.  F.  D. 
Norviel. 
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REPORT  OF  THE  COMMITTEE  ON  EXPRESS  AND 
FREIGHT  TRAFFIC 

To  the  American  Electric  Railway  Transportation  and  Traffic 
Association: 

Gentlemen: — The  following  subjects  were  assigned  to  the  Com- 
mittee by  the  Executive  Committee  for  investigation  during  the  year 
1913: 

The  interchange   of  business   with   other  lines. 

Pickup  and  delivery  service. 

Auto  truck,  and  the  extent  used. 

Uniform  scale  of  rates. 

Franchises. 

Method  of  charging  for  the  use  of  foreign  equipment. 

Classification. 

Freight  claims. 

Demurrage  and  storage  rules. 

System  of  way  bills. 

Weights  and  inspection. 

Private  sidings. 

Two  sessions  of  your  Committee  were  held,  the  first  in  New  York 
at  the  Association's  Headquarters,  January  30,  and  the  second  in 
Chicago,  May  15,  1913. 

At  the"  New  York  meeting  only  one  member  of  the  Committee  other 
than  your  Chairman  was  present,  while  the  meeting  in  Chicago  was 
a  conference  between  the  Chairman  and  the  Secretary.  At  the 
Chicago  meeting  a  progress  report  was  made,  and  a  data  sheet  agreed 
upon,  by  means  of  which  the  Committee  might  obtain  such  informa- 
tion as  it  desired  to  embody  in  the  1913  report. 

As  a  matter  of  continuous  record,  brief  reference  is  made  to 
the  work  of  previous  Committees.  The  report  of  the  Com- 
mittee for  the  year  191 1  (page  443,  of  the  191 1  Proceedings  of  the 
Transportation  and  Traffic  Association)  was  of  vast  importance, 
covering  as  it  did  a  very  wide  scope  and  touching  on  practically  all 
matters  pertaining  to  freight  and  express  traffic. 

One  of  the  important  subjects  taken  up  in  the  report  above  referred 
to  was  that  of  the  increase  in  the  business  and  the  profits  derived 
therefrom.  It  was  interesting  to  note  in  this  connection  that  the 
companies  responding  to  the  data  sheet  answered  almost  unanimously 
in  the  affirmative  to  the  questions  "  Has  the  business  shown  a'  steady 
increase"?    and  "Is  it  profitable"  ? 
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Another  point  brought  out  in  this  report  was  the  wide  variation 
in  the  matter  of  rates  on  various  commodities,  even  in  territory  closely 
contiguous.  This  same  paradox  occurred  in  the  manner  of  handling 
these  commodities,  demonstrating  the  lack  of  uniformity,  in  blocks  of 
territory,  where  a  solid  front  presenting  a  uniform  method  of  "  doing 
things,"  would  have  much  greater  weight,  before  —  what  has  become 
a  very  popular  public  factor  —  the  Public  Service  Commissions.  We 
take  it  that  the  fundamental  object  of  this  Committee  and  the  work 
that  it  has  to  accomplish  in  the  future  is  largely  to  determine  the 
middle  road  between  extremes  of  rules,  practices  and  rates,  located 
at  a  level  above  the  high  water  mark  of  operating  cost,  in  order  that 
the  roads  may  individually  and  collectively  offer  to  the  public  these 
rates,  rules  and  regulations  as  the  proper  ones  for  the  electric  lines. 

In  the  report  of  1912  (page  255  of  the  Transportation  and  Traffic 
Association  Proceedings,  1912),  it  was  noted  that  the  data  submitted 
to  the  Committee  was  inadequate,  and  of  a  nature  prohibiting  analyti- 
cal comparisons.  These  figures  show  however  a  steady  increase  in 
investment,  and  revenue,  indicating  a  general  expansion  of  the  busi- 
ness and  an  apparent  belief  in  its  success.  This  report  indicated  and 
its  discussion  confirmed  the  fact  that  the  electric  railways  realize 
that  theory  is  not  a  proper  basis  for  computing  revenues  and  ex- 
penses of  freight  and  express  traffic  any  more  than  for  passenger 
traffic,  and  that  we  have  reached  a  point  where  it  is  necessar}^  to 
arrive  at  a  unit  revenue  and  unit  operating  cost,  in  order  to  determine 
the  value  of  this  source  of  business  to  the  electric  railways. 

Much  care  and  consideration  has  been  given  this  branch  of  traffic 
by  the  Accounting  Departm.ents,  in  an  effort  to  arrive  at  what  would  be 
fair  and  equitable  divisions  of  operating  expenses  to  be  charged 
against  this  account. 

A  quotation  from  one  section  of  last  year's  report  sums  up  the  con- 
dition, as  it  still  exists  today :  "  While  replies  were  received  giving 
express  and  freight  expenses  per  car  hour  and  per  car  mile,  w^hich 
at  the  first  glance  would  appear  to  give  an  excellent  basis  for  the 
study  of  comparative  revenues,  a  more  thorough  analysis  shows  these 
figures  to  be  of  no  general  value,  as  the  accounting  and  allotment  of 
charges  is  so  varied  that  no  fair  comparisons,  based  upon  a  similarity 
of  conditions,  can  be  made  ". 

Another  subject  which  appealed  to  the  Committee  of  1912  was  the 
extent  to  which  the  steadily  increasing  competition  of  the  auto-truck 
might  be  detrimental  to  the  traction  companies.  The  past  12  months 
has  demonstrated  that  the  auto-truck,  in  some  localities,  must  be  a 
factor  to  be  considered.  This  is  especially  true  in  large  cities  with 
numerous  nearby  suburbs  with  perfect  highway  conditions,  as  the 
auto-truck,  delivering  from  one  to  five  tons  at  a  load,  can  successfully 
compete  with  the  urban  road,  but  as  yet  has  had  only  an  infinitesimal 
effect  on  the  interurban  lines  of  25  miles,  or  more,  in  length. 
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This  general  resume  oi  the  reports  for  the' past  two  years  is  given 
for  comparative  purposes  in  connection  with  the  discussion  of  the 
replies  to  this  year's  data  sheet  and  the  conclusions  as  arrived  at  by 
your  Committee. 

In  order  to  present  the  report  of  1913  before  you,  we  have  adopted 
the  style  used  in  191 1,  showing  same  in  tabulated  form,  arranging  the 
companies  in  groups  of  states  in  the  same  manner  as  in  191 1,  giving 
in  brief  form  the  answers  submitted  by  the  various  lines. 

The  states  have  been  grouped  in  the  following  divisions : 

Eastern  States  :  All  territory  east  of  the  west  line  of  Pennsyl- 
vania, including  Canada  and  the  Atlantic  Coast  States. 

Middle  States:  All  territory  west  of  the  west  line  of  Pennsylvania, 
north  of  the  north  line  of  Tennessee  and  east  of  the  Mississippi  River 
and  north  to  Michigan,  inclusive. 

Southern  States  :  All  territory  south  of  Kentucky,  east  of  the 
Mississippi  River  and  w^est  of  Georgia  and  West  Virginia. 

Western  States  :     All  territory  lying  west  of  the  Mississippi  River. 

This  Classification  of  the  territory  is  intended  to  bring  into  the 
same  group  states  in  which,  because  of  the  character  of  the  country 
and  the  general  make-up  of  the  electric  lines,  general  conditions  would 
be  similar,  and  where  local  conditions  would  not  differ  widely. 

Except  on  the  Pacific  Coast,  a  map  of  the  electric  roads  of  the 
states  designated  as  Western  States  shows  only  a  few  localities 
wherein  the  electric  roads  have  been  built  in  sufficient  numbers  and 
mileage  to  make  competition  among  themselves  an  important  factor. 
This  is  also  true  of  that  section  of  the  territory  designated  as  the 
Southern  States.  The  Eastern  States,  especially  those  in  New  Eng- 
land proper,  are  well  supplied  with  electric  roads.  The  Central  States, 
while  occupying  the  smallest  amount  of  territory,  show  .a  network 
of  connecting  lines. 

A  data  sheet,  copy  of  which  is  attached  to  this  report  as  Appendix 
A,  was  sent  to  a  number  of  the  member  companies,  105  different  elec- 
tric lines  in  the  United  States  and  Canada  responding.  While  it  would 
have  been  possible  to  have  included  all  of  these  lines  in  one  tabulated 
report,  we  have  thought  it  best  for  the  reasons  stated  to  subdivide 
in  order  to   secure  territorial   conditions  as   nearly  alike  as   possible. 

We  wish  it  were  possible  to  give  all  of  the  answers  in  detail,  as 
some  of  them  indicate  that  the  various  subjects  had  been  given  special 
attention.  We  believe  it  is  fair  to  quote  an  answer  given  by  an  Illinois 
line  to  the  question  regarding  public  demands  and  whether  or  not 
the  express  and  freight  business  has  been  found  profitable.  We  give 
the  following  unabridged  answer  to  this  question :  "  With  quick 
and  efficient  service,  there  is  money  to  be  made,  but  electric  lines 
should  work  together  and  establish  rates  high  enough  to  allow  a 
margin  of  profit.  In  this  connection  I  wish  to  say  that  this  is  an 
electrified  steam  road,  having  all  of  the  advantages  of  joint  rates, 
etc.,    of    a    steam    road.      This    is    something    that    is    rather    unusual 
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for  the  electric  lines,  but  from  our  experience  we  feel  that  the 
electric  roads  should  get  together  and  organize,  make  rates,  and  do 
business.  The  public  wants  frequent,  quick  and  efficient  service, 
especially  for  less  than  car  load,  short  haul  business,  and  in  that  field 
the  possibilities  of  the  average  electric  road  are  almost  unlimited. 
The  companies  should,  however,  have  a  mutual  understanding  and 
should  have  a  rate  which  is  high  enough  to  keep  business  on  the  right 
side  of  the  ledger."  It  strikes  the  Committee  that  this  is  really  the 
keynote  of  the  whole  situation :  "  That  the  electric  lines  are  irre- 
vocably committed  to  the  handling  of  freight  and  express  at  some 
rate  and  in  some  manner,"  seems  to  be  beyond  argument  from  the 
number  of  lines  as  compared  with  the  whole,  which  are  now  handling 
this  traffic,  and  for  the  above  reason  your  Committee  feels  that  it  is 
its  duty  to  to  bring  before  you  the  question  of  a  Classification  suitable 
for  the  electric  lines,  the  division,  number  of  classes  and  the  rates 
to  be  made  on  some  uniform  basis,  either  a  mileage  or  zone  system 
being  used  and  an  exception  sheet  being  made,  which  may  be  uniform 
for  the  exchange  of  traffic  as  between  all  electric  lines. 

In  order  that  we  may  show  briefly  and  in  an  abridged  form  the 
answers  as  given  by  the  various  roads  a  tabulation  of  the  repHes  has 
been  made,  which  forms  appendix  B  of  this  report.  In  the  divisions 
of  the  states  as  we  have  arranged  them,  local  conditions  are  ap- 
proxim.ately  the  same  on  all  lines  in  each  division. 

The  group  of  roads  shown  as  the  Western  States  include  25  lines, 
that  given  as  Southern  States  3  lines,  the  Middle  States  38  lines,  and 
the  Eastern  States  39  lines. 


Eastern  States.  . 
Western  States . 
Southern  States. 
Middle  States. .  . 


Local  and 

Only 

Do 

not 

Interline 

Local 

Express 

handle 

Total 

24 

12 

3 

39 

17 

S 

I 

2 

25 

2 

I 

3 

28 

9 

I 

38 

Totals 69 


From  the  replies  to  the  inquiry  "  Do  you  accept  business  for  your 
own  line  only  or  for  interchange  with  other  lines  ?  "  it  may  be  noted 
that  of  the  39  roads  in  the  Eastern  States,  24  do  an  interchange  and 
interline  business  (some  of  them  interchange  with  both  steam  and 
electric  connections),  and  three  of  the  lines  do  only  a  small  amount  of 
freight  business  or  none  (the  question  not  being  answered  in  detail) 
while  12  lines  do  only  a  local  business. 

For  the  Western  States,  of  the  25  lines,  17  do  both  local  and  inter- 
line business,  two  lines  (one  handling  no  freight  and  the  other  a 
small  amount,)  do  not  answer  the  question,  while  5  handle  only 
freight,  local  to  their  own  line. 

Of  the  Southern  Division  only  two  roads  handle  freight  and  these 
two  on  their  own  line  only. 
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Of  the  Middle  States,  of  the  38  lines  represented,  28  handle  both 
local  and  interline  freight  (a  few  also  with  the  steam  lines)  and  9 
for  their  own  line  only,  one  handling  only  light  express. 

This  report  shows  that  there  are  97  roads  out  of  105  that  handle 
freight,  and  8  handle  only  light  express  or  none  at  all. 

The  answers  to  the  inquiry,  "  Do  you  maintain  a  pick-up  and  deliv- 
ery service?"  may  be  summed  up  as  follows: 

Pickup  No  pickup  Do  not 

and  and  answer 

delivery  delivery  question            Total 

Eastern  States 9  27  3  39 

Western  States 2  21  2  25 

Southern  States i  i  i  3 

Middle  States 4  34  .  .  38 


Totals 16  83 


The  above  would  indicate  that  of  the  total  number  of  lines  repre- 
sented 83  did  not  believe  in  a  pick-up  and  delivery  proposition,  while 
16  lines  have  this  service.  In  all  but  one  instance  it  is  usually  limited 
to  one  or  two  of  the  larger  stations  and  on  only  one  line  are  the 
automobiles  and  drays  owned  by  the  Company  using  same. 

As  to  the  use  of  the  auto-truck,  of  the  105  roads  represented  only 
4  lines  have  placed  them  in  service. 

An  analysis  of  the  above  figures  verify  the  conclusion  of  your  Com- 
mittee, as  expressed  in  former  paragraphs  of  their  report,  that  the 
electric  lines  represented  herein  are  irrevocably  committed  to  handle 
freight  on  practically  a  steam  road  basis  and  station  delivery. 

The  preponderance  of  the  answers  to  the  question  covering  station 
as  against  pick-up  delivery  in  favor  of  station  delivery  would  indi- 
cate that  the  pick-up  and  delivery  service  on  traction  lines  was  not  an 
attractive  one. 

The  question  requesting  expressions  of  opinion  as  to  a  uniform  scale 
of  class  rates  on  a  mileage  basis,  your  Committee  believes,  was  not 
wholly  understood  in  all  cases  by  the  lines  answering  same.  How- 
ever, a  careful  perusal  of  the  answers  given  would  indicate  that  •as  a 
whole  a  uniform  class  rate  on  an  agreed  mileage  basis  in  small  zones, 
somewhat  on  the  plan  of  the  Parcel  Post,  might  be  worked  out  satis- 
factorily and  to  the  interest  of  the  electric  lines.  Further,  the  char- 
acter of  franchise  rights  (this  refers  particularly  to  the  use  of  streets 
through  cities  and  towns),  as  indicated  by  the  answers  to  this  ques- 
tion is  such  as  to  deny  the  broadening  of  our  freight  traffic  to  a  point 
where  its  volume  would  be  sufficient  to  warrant  a  large  expenditure 
for  equipment  and  station  facilities  without  practically  rebuilding  nearly 
all  of  our  traction  lines. 

One  section  of  the  data  sheet  contained  inquiries  as  to  the  ad- 
visability of  adopting  the  "  Official  Classification  "  (the  Classification 
applicable  to  the  territory  in  which  a  road  is  located),  also  as  to  the 
advantages  to  be   derived   from    following  steam   railroad   practice   in 
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the  matter  of  using  per  diem  charges  for  cars  used  on  foreign  Hnes. 
Inquiries  were  also  made  as  to  whether  or  not  the  companies  recom- 
mended representation  by  electric  railways  on  Classification  Com- 
mittees, also  as  to  whether  the  members  favored  the  adoption  of  the 
National  Car  Demurrage  rules,  the  current  storage  rules  and  rates 
of  steam  railroads  and  rules  for  the  settlement  of  freight  claims 
now  being  used  by  steam  railroads. 

The  replies  to  the  questions  outlined  above  indicate  that  a  very  large 
majority  of  the  companies  replying  are  in  favor  of  the  adoption  of 
the  rules  and  practices  referred  to. 

Regarding  the  system  of  way  bills  (i.  e.,  the  unit  way  as  against 
the  blanket  way  bill),  we  do  not  believe  that  a  uniformity  in  this 
particular  is  essential.  Many  roads  find  that  it  is  wise  to  use  both 
systems,  the  "  unit"  way  bill  for  various  reasons  being  especially 
adapted  to  the  needs  of  electric  lines  covering  local  shipments  for 
small  country  towns  where  much  of  the  freight  is  delivered  directly 
to  the  consignee  at  his  store  door.  The  answers  to  this  question 
taken  as  a  whole  would  indicate  a  leaning  toward  the  standard  steam 
railroad  blanket  way  bills  for  interchange  of  freight  either  with 
electric  or  with  steam  roads  and  your  Committee  would  recommend 
that  member  companies  make  this  standard  a  uniform  one. 

As  to  the  matter  of  uniform  exceptions  to  the  Classification,  your 
Committee  realizes  that  every  line  has  certain  local  conditions  to  con- 
tend with,  which  would  make  it  almost  impossible  to  follow  out  any 
general  rule  for  a  large  territory,  especially  for  local  business  on  its 
own  line.  A  close  scrutiny  of  the  answers  to  this  question  would 
indicate  that  many  of  the  lines  which  have  voted  "  no  "  would  have 
voted  "  yes,"  provided  it  had  been  understood  that  these  exceptions 
would  only  apply  on  interline  business  as  with  other  roads,  and  that 
they  were  at  liberty  to  make  such  local  exception  as  might  be  neces- 
sary for  the  operation  of  their  own  lines. 

The  Central  Electric  Traffic  Association  has  recently  issued 
through  its  Chairman,  a  joint  exception  sheet  covering  C.E.T.A. 
territory  for  the  use  of  all  lines  in  the  interchange  of  freight  business. 
Many  of  the  lines  thought  that  it  was  impossible  to  adopt  some  of  the 
restrictions  in  this  exception  sheet  on  their  own  lines  for  local  busi- 
ness, but  it  is  surprising  how  many  of  these  same  lines  have  subse- 
quently adopted  this  Joint  Exception   Sheet  for  use  in  this  way. 

In  the  matter  of  the  establishment  of  a  Weight  and  Inspection 
Bureau,  a  respectable  majority  of  the  lines  voted  "yes".  We  think 
that  no  one  will  contradict  us  when  we  say  that  our  conditions  for 
handling  freight  as  regards  correct  weights  and  inspection  are 
deplorable,  and  yet  the  expense  necessary  for  an  organization  of  this 
kind  cannot  be  borne  by  the  electric  lines  on  the  volume  of  freight 
business  now  being  handled.  We  believe  however  that  at  certain 
large  centers   a  weight   and   inspection   officer   can   be   advantageously 
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placed  and  be  the  means  of  saving  a  large  sum  to  the  line  or  lines  so 
employing  a  man.  This  plan  was  tried  out  at  the  Indianapolis  terminal 
with  the  remarkable  showing  of  about  15  per  cent  gain  in  revenue  on 
the  same  volume  of  business,  resulting  in  a  gain  of  5  times  the  expense 
incurred. 

The  question  of  industrial  switches  seems  to  your  Committee  to  be 
one  of  very  great  importance  and  should  receive  further  attention. 
There  seems  to  be  no  general  plan  for  the  placing  of  this  aid  to  in- 
dustries, hardly  any  two  roads  following  the  same  plan ;  in  fact,  the 
answers  would  indicate  that  very  few  roads  put  in  two  switches  under 
the   same  conditions. 

As  to  the  kind  of  freight  handled,  many  lines  stated  that  they 
handle  all  kinds  of  freight  while  a  general  analysis  of  their  report 
would  indicate  that  this  was  not  entirely  the  case,  as  in  most  answers 
there  was  usually  the  word  "  except  "  which  would  indicate  that  there 
was  some  break  in  the  chain  of  possibilities  as  to  the  general  freight 
business. 

The  question  of  public  demands  and  the  profitableness  of  the  freight 
business  are  other  points  which  should  be  carried  forward  for  further 
and  closer  investigation.  Very  few  of  the  lines  would  give  an  un- 
conditional answer  that  it  was  profitable  to  handle  freight,  most  of 
them  commenting  that  it  would  be  so  if  "  with  proper  facilities," 
"  belts  around  cities  and  towns,"  "  freight  houses,"  "  side-tracks," 
"  steam  road  connections,"  etc.,  were  provided.  In  other  words,  that 
the  business  was  not  now  profitable,  but  if  "  such  and  such "  were 
done  it  might  be  made  so. 

Your  Committee  is  hardly  in  sympathy  with  this  pessimistic  view. 
The  electric  lines  have  a  field  entirely  their  own  and  are  capable 
of  giving  a  service  to  the  public  far  superior  to  that  now  rendered 
by  any  steam  road.  This  need  not  be  confined  wholly  to  short  dis- 
tances, but  may  be  extended  to  a  100  or  150  miles  and  even  further, 
and  the  service  rendered  would  be  so  much  quicker  than  that  of  steam 
roads,  that  special  recognition  would  be  given  by  the  shipping  public, 
commensurate  with  such  service.  With  their  single  units  of  trans- 
portation darting  over  sections  of  country  every  hour  between  day- 
light and  midnight,  cleaning  up  all  accumulated  business  every 
hour  in  the  day,  the  electric  railways  can  furnish  a  service  in  the 
transportation  world  which  would  have  been  a  fairy  dream  50  years 
ago,  but  because  of  this  same  single  unit  of  transportation  with  its 
resultant  limitation  of  carrying  capacity  the  electric  roads  must  re- 
ceive higher  tonnage  rates  than  the  steam  roads  on  which  great 
volumes  are  moved  in  one  long  slow  train. 

There  are  only  a  very  few  electric  lines  represented  in  this  report 
which  are  equipped  to  handle  sufficient  cars  in  one  train  to  justify  the 
tonnage  at  the  rate  received  and  it  is  possible  for  the  electric  lines 
to  handle  any  of  its  business  without  a  visible  loss  only  because  of  the 
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fact  that  much  of  the  freight  handled  by  traction  lines  is  of  such  a 
character  as  to  take  a  high  class  rate  and  is  delivered  in  quantities  so 
small  that  mimimums  apply. 

In  a  former  paragraph  we  spoke  briefly  of  the  limitations  of  fran- 
chises and  the  rights  granted  under  them  relative  to  the  manner  of 
handling  freight  in  all  of  its  phases.  Would  call  your  attention  to  a 
very  interesting  article  on  this  question  in  the  June,  1913,  Aera,  page 
930,  written  by  Mr.  Arthur  W.  Brady,  President  of  the  Union  Trac- 
tion Company  of  Indiana.  In  this  it  is  stated  that  public  utilities 
(under  which  classification  practically  all  interurban  lines  are  placed), 
taken  as  a  whole,  are  subject  to  more  rigid  restrictions  than  the 
common  carrier  as  is  recognized  in  the  steam  roads,  and  as  a  rule  are 
hemmed  in  by  limitation  of  franchises  much  closer  on  account  of  the 
use  of  public  streets  and  highways,  instead  of  private  rights-of-way  — 
making  much  more  expensive  upkeep  than  for  the  steam  roads. 

The  usual  compensation  for  electric  lines  on  the  class  of  freight 
now  being  handled  will  approximate  closely  3  cents  "  per  ton  per  mile 
hauled."  We  have  been  unable  to  secure  any  general  figures  from 
the  Indiana  lines,  but  quoting  from  the  report  made  by  the  Public 
Service  Commission  of  Ohio,  the  freight  tonnage  and  freight  revenue 
of  steam  lines  show  a  gross  earning  of  .5^^  per  ton  per  mile  haul. 
This  is  a  figure  which  interurban  lines  are  gradually  approaching, 
under  the  system  of  accepting  all  classes  of  freight  on  the  same  basis 
of  revenue  as  that  received  by  the  steam  roads.  It  is  hard  to  conceive 
how  any  traffic  man  can  figure  a  net  earning  on  this  basis  with  the 
expensive  and  limited  methods  which  we  employ  in  handling  freight 
and  express,  such  additional  expense  being  caused  largely  by  fran- 
chise conditions. 

Another  article  in  the  Aera  of  June,  1913,  page  940,  relative  to  trac- 
tion freight  covering  a  wide  territory,  emphasizes  the  possibilities  of 
freight  traffic  and  the  extent  to  which  it  may  be  utilized  on  traction 
lines  by  the  city  merchants  and  the  country  farmers.  There  is  no 
question  as  to  the  feasibility  of  all  of  these  plans,  the  vital  question 
being,  "  what  rate  must  we  charge  for  this  service  in  order  to  keep 
the  red  figures  off  the  ledger?" 

Recently  the  Interstate  Commerce  Commission  conducted  an  ex- 
tended investigation  as  to  the  relative  merits  of  the  wooden  boxes  vs. 
the  corrugated  fibre  container  for  package  purposes.  In  order  to 
arrive  at  a  point  of  argument  we  quote  the  following  total  of  com- 
pilations of  statistics  (I.C.C.  Docket  No.  5273),  showing  a  compari- 
son of  bad  order  shipmem-  in  wood  as  against  fibre  contamers. 

Wood  Fibre 


Total  wood  Number  in  Percentage  Total  Total  in    Percenta-^e 

pkgs.  handled  bad  order  bad  order         ■    handled  bad  order     bad  order 

IiS09,375  23,052  1.53  431,941  31,485  7.29 
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The  above  shows  that  for  packages  handled  in  fibre  containers  the 
risk  is  five  times  greater  than  for  those  packed  in  wood,  this  on 
steam  roads,  where  the  custom  is  not  to  pile  freight  as  high  and  in 
as  promiscuous  order  (disorder  I  think  would  be  the  word)  as  is  the 
case  with  the  electric  lines,  for  the  reason  that  the  electric  lines  must 
handle  practically  all  classes  of  freight  in  one  car.  The  point  we 
have  in  mind  is  that  a  road,  members  of  the  C.E.T.A.,  issued  excep- 
tions on  many  articles  shipped  in  fibre  containers  (especially  bottled 
goods,  glass  ware,  or  heavy  single  articles)  and  was  finally  forced  to 
withdraw  these  exceptions  as  being  "  unjust  and  discriminating."  The 
tabulated  statistics  shown  above  prove  the  justification  of  the  stand 
taken  by  this  Company,  and  demonstrate,  further,  the  real  need  of 
representation  by  the  traction  lines  on   Classification   Committees. 

Your  Committee  had  the  pleasure  of  reading  an  article  written  by 
Bruce  V.  Crandall,  published  in  Harpers  Weekly  December  28,  1912, 
headed,  "  The  Railway  Specialist."  While  this  article  did  not  treat 
of  traffic  from  freight  and  express  standpoints,  it  did  demonstrate  the 
desirability  of  special  studies  on  the  part  of  each  individual  depart- 
ment covering  the  problems  pertaining  to  that  particular  department 
and  the  benefits  accruing  to  a  railway  company  from  such  special 
endeavors  in  its  various  departments.  ■ 

We  ask  your  pardon  for  again  referring  to  a  publication,  but  we 
wish  to  direct  your  attention  to  an  article  illustrated  in  the  Aera  of 
July,  1913,  page  1083,  headed  "  The  Nickel  of  the  Passenger."  It 
would  be  interesting  to  see  a  like  development  of  the  division  of  the 
5  mills  per  ton  per  mile  freight  revenue  as  applied  to  the  traction  lines. 
Under  certain  conditions  traffic  arrangements  with  the  steam  roads 
might  be  advisable.  Just  recently  under  the  Indiana  Public  Service 
Commission  Law,  passed  at  the  last  Legislature,  an  interchange  as 
between  a  steam  road  and  a  traction  line  was  ordered  by  the  Com- 
mission. In  this  case,  however,  a  certain  state  institution  situated  on 
the  traction  line  having  a  traction  line  switch  (but  no  steam  road  con- 
nection) ordered  the  steam  road  to  deliver  certain  commodities  in 
car  loads  to  the  traction  line  for  delivery.  This  the  steam  road 
finally  consented  to  with  the  reservation  that  it  was  not  to  be  con- 
sidered as  a  precedent  to  which  reference  might  be  made  when  other 
like  requests  should  come  before  the  Commission. 

As  stated  in  a  previous  paragraph  of  this  report,  isolated  cases  of 
this  kind  might  be  wisely  put  into  effect,  provided  as  in  this  particular 
case  the  delivery-  were  made  by  a  belt  connection  and  operated  over  a 
section  of  the  interurban  tracks,  where  it  had  a  private  right-of-way, 
and  not  through  any  city  or  town.  This  is  only  a  forerunner  of  what 
we  may  expect  in  the  future  from  Commissions  and  we  should  be 
prepared  to  knowingly  decide  whether  indiscriminate  connections  of 
this  kind  would  be  desirable  or  not. 
There  are  some  roads,  as  indicated  in  the  answers  to  the  questions 
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in  the  data  sheet,  prepared  to  handle  all  classes  of  freight  (and  possibly 
at  a  profit)  on  the  steam  railroad  basis.  These  lines  are  few  and  far 
between,  however,  and  as  in  every  case  it  would  be  necessary  to  de- 
velop a  special  tariff  to  cover  such  interline  business,  a  general 
proposition  of  tightening  up  on  the  character  of  freight  accepted  and 
the  rate  at  which  same  can  be  handled  profitably  would  seem  advisable 
for  the  traction  lines  as  a  whole.  That  this  view  is  partially  taken 
by  members  of  the  Interstate  Commerce  Commission  is  evidenced  by 
their  decision  on  the  matter  of  through  rates  and  through  traffic 
between  Louisville  and  Indianapolis  over  a  traction  line  making  this 
link,  where  their  orders  only  cover  first,  second,  third  and  fourth 
class,  not  compelling  or  even  asking  that  the  traction  lines  should 
consider  the  proposition  of  handling  freight,  taking  a  class  rate  lower 
than  the  ones  mentioned. 

A  brief  summary  of  the  whole  situation  would  be  in  order  pre- 
liminary to  the  recommendation  of  your  Committee  as  to  what  should 
be  further  continued  in  the  investigation  for  the  succeeding  year. 

Question  No.  i.  The  preponderance  of  answers  in  the  affirmative 
would  indicate  that  it  is  the  intention  of  a  large  majority  of  the 
traction  lines  communicated  with  to  handle   freight  and  express. 

Question  No.  2.  Pick-up  and  delivery.  Replies  indicate  that  the 
lines  as  a  whole  are  opposed  to  this  proposition,  and  that  if  same 
were  maintained  it  would  only  be  in  order  to  take  care  of  a  special 
situation. 

Question  No.  3.  The  use  of  auto-trucks  has  not  been  general  enough 
to  permit  any  suggestion  as  to  augmenting  our  freight  service  with  this 
auxiliary. 

Question  No.  4.  All  lines,  with  one  exception,  were  against  the 
owning  of  drays  or  auto-trucks,  for  any  service. 

Question  No.  5.  It  would  seem  that  a  majority  of  the  lines  repre- 
sented would  be  in  favor  of  a  uniform  scale  of  class  rates  on  some 
basis,  to  be  agreed  upon  later. 

Question  No.  6.  Franchises.  On  the  question  of  franchises,  as 
these  are  largely  controlled  by  legislative  conditions  varying  widely 
as  between  different  states,  it  would  seem  that  this  subject  should 
receive  further  attention  from  our  legal  departments. 

Questions  7-8-9-10-11-12.  All  of  these  referring  to  the  adoption 
of  certain  rules  and  regulations  now  in  use  by  the  steam  roads  have 
been  voted  on  in  the  affirmative  by  a  very  large  majority  of  all  lines 
represented;  in  fact  it  would  appear  that  a  majority  of  lines  were 
using  these  rules  at  the  present  time. 

Question  No.  13.  The  answers  to  the  query  concerning  the  desira- 
bility of  the  unit  way  bill  as  against  the  blanket  way  bill  would  indicate 
general  approval  of  a  double  standard,  the  unit  way  bill  for  local  use 
and  the  blanket  way  bill  for  interline  traffic. 

Question   No.    14.     There   are   about   the   same   number   of   lines   in 
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favor  of  a  uniform  exception  to  the  Official  Classification,  as  against 
it.  Our  recommendations  would  be  that  for  interline  business  some 
form  of  uniform  exception  sheet  should  be  agreed  upon  in  order  to 
facilitate  traffic  as  between  the  different  electric  lines. 

Question  No.  15.  Weight  and  Inspection.  There  is  undoubtedly 
a  crying  need  of  some  form  of  checking  weights  of  outbound  and 
inbound  shipments  and  inspections  relative  to  classification  and  we 
would  recommend  that  further  consideration  be  given  this  subject. 

Question  No.  16.  The  answers  to  this  question  would  indicate  such 
a  wide  variation  of  conditions  as  to  make  it  impracticable  for  the 
traction  lines  as  a  whole  to  have  one  set  form  of  agreement  for  the 
placing  of  such  private  sidings,  and  from  the  nature  of  the  work, 
each  individual  case  must  be  handled  on  its  own  merits. 

Questions  17  and  iS,  which  trea*-  of  the  kind  of  freight  handled, 
and  in  a  general  way  of  what  is  demanded  by  the  public,  should  be 
carefully  weighed,  from  the  standpoint  of  what  can  be  consistently 
rendered  by  the  electric  lines,  and  v/hat  compensation  should  be 
received   to   give  profitable   returns. 

The  recommendations  of  your  Committee  are  that  all  roads  so  far 
as  practicable  conform  to  what  has  been  the  majority  answers  to 
questions  1-2-3-4-7-8-9-10-1 1-12 ;  and  that,  the  above  recommendations 
as  regards  Nos.  13,  17  and  19  to  be  further  considered  by  the  Transpor- 
tation and  Traffic  Association. 

Question  No.  S  on  the  matter  of  uniform   scale  of  class  rates  on  a 
mileage   basis,    question    No.    14   on    uniform    exceptions,    and    No.    15 
on   weights   and  inspections   are   also   subjects   which   should   be   given 
further  and  very  close  attention  by  the  Committee  in  the  future. 
Respectfully  submitted, 

F.  D.    NoRviEL,  Chairman. 

G.  W.    QUACKENBUSH, 
F.    W.    COEN, 

A.  R.  Piper, 
C.  V.  Wood, 
J.  McMillan, 

Committee  on  Express  and  FreigJit  Traffic. 
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APPENDIX    A 

AMERICAN    ELECTRIC    RAILWAY    TRANSPORTATION    AND    TRAFFIC 

ASSOCIATION 

29  West  39th  street,  New  York,  N.  Y. 

Committee  on  Express  and  Freight  Traffic 

Data  Sheet  No.  103.  May  1913 

Name  of  road 

City - State 

I.   Do  you  accept  business  for  your  own  line  only  or  for  interchange  with  other  lines? 


2.   Do  you  maintain  a  "  Pick-up  and  Delivery  "  service?  . 
If  so,  is  an  extra  charge  made  for  this  service? 


3.  To  what  extent  have  you  utilized  the  auto-truck  for  this  service? 


4.  Do  you  own  the  drays  or  auto-trucks  for  Pick-up  and  Delivery? 

5.  Would  you  favor  a  uniform  scale  of  Class  rates  on  a  mileage  basis? 


6.  Franchises.  Please  state  briefly  your  rights  as  to  handling  freight  through  cities  and 
towns,  number  of  cats  allowed  in  a  train,  live  stock,  kind  of  freight  cars  permitted,  etc. 
(Please  submit  copy  of  franchise  rights  if  in  printed  or  written  form) 


7.  Do  you  favor  the  use  of  per  diem  charges  on  cars  used  on  foreign  lines,  as  recommended 
by  the  American  Railway  Association  rules  and  in  use  by  steam  roads?  (This  would 
involve  your  Company  becoming  a  member  of  the  American  Railway  Association.) 


8.   Do  you  favor  the  use  of  the  Official  Classifications  for  Interline  and  Interstate  Traffic? 


9.  Would  you  recommend  representation  by  the  Electric  Railways  on  Classification  Com- 
mittees? 


10.   Do  you  favor  the  adoption  of  the  "Rules  for  Settlement  of  Freight  Claims  "  in  use 
by  the  steam  railroads? 


II.   Demurrage.     Would  you  favor  adopting  the  National  Car  demurrage  rules? 


12.   Storage.    Would  you  favor  adopting  current  storage  rules  and  rates  of  the  steam  rail- 
roads? 


13.  Would  you  favor  the  "  Unit  Way  Bill"  as  against  the  "  Blanket  Way  Bill"  for  use 
on  electric  railways? 
If  so,  why?. 


14.  Exceptions.     Would  you  favor  a  Uniform  Exception  Form   to  the  Classification  for 
use  by  electric  railroads  for  Interline  or  Interstate  traffic? 


IS.  Weight  and  Inspection.     Would  you  favor  the  establishment  of  a  Weight  and  Inspec 
tion  bureau? 


16.  Private  Sidings.     What  plan  do  you  pursue  in  establishing  private  switches  for  indus- 
tries on  your  lines? 
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REMARKS 
17.  Kindly  give  an  outline  of  the  various  kinds  of  freight  handled;  if  all  classes,  or  only 
package  freight. 


18.  State  in  a  general  way  what  the  public  is  demanding  of  you  and  if  you  consider  the 
field  one  in  which  a  profitable  business  can  be  opened  up  by  electric  railways? 


19.  Also  state  your  opinion  of  the  Pick-up  and  Delivery  proposition,  against  only  station 
delivery. 


The  ultimate  object  of  the  questions  herein  is  standardization  of  rates,   divisions   and 
methods  of  handling  traffic  on  electric  railways. 

Name._ 

Date Title.- _.... 


Note. — This  data  sheet  is  sent  you  in  duplicate.     Kindly  fill  out  and  return  one  copy 
to  H.  C.  Donecker,  29  West  39th  St.,  New  York,  N.  Y. 
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APPENDIX    C 

ILLUSTRATIONS  OF  TYPICAL  EXPRESS  CARS,  TERMINALS    AND  EQUIPMENTS 


Fig.   I.     Showing   Fifty-five   Foot   Semi-steel  Freight   Car 
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Fig.  2.     Showing  an  Up-to-date  Freight  Car  with  End  Doors  for 
Handling  Automobiles 
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Fig.  3.     Showing  Team   Track  at  Anderson,   Ind.,   Freight   House 
OF  Union  Traction 


Fig.   4.     Showing    Car   Track   at   Anderson,    Inu.,    Freight    LIouse 
OF  Union  Traction 
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Fir,,  5.     Showing  Freight  Terminal  at  Indianapolis,  Ind.,  of  Union 
Traction  —  Handling   io,ooo,.ooo  lbs.  of  Freight  per  Month 


Fig.  6.     Constructing  a  Priv.a.te  Switch  at  Marion,  Ind.,  from  Line 
OF  Union  Traction 
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Fig.    7.      Showing    Xf.w     Design    of    Light    Weight    Freight    and 
Express  Car  of  Bay  State  Street  Railway 


Fig.    8.     Showing     Interior    of    Outbound    Warehouse — Electric 
Depot,  Detroit,  Mich. 
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I'lG.    9.      Showing    Building,    Driveways    and    Trackage- — Electr-c 
Depot,    Detroit,    Mich. 


Fjg.  id.     Showing  Tracks  Between  Outbound  and  Inbound  Ware- 
houses—  Electric  Depot,  Detroit,  Mich. 
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President  Stevens  : — Gentlemen,  you  have  heard  the  very 
full  report  of  this  Committee.  I  will  be  very  glad  to  hear  any 
discussion  on  the  report. 

Discussion  of  Report  of  Committee  on  Express  and  Freight 

Traffic 

Mr.  Nicholl  : — Mr.  President,  Mr.  Norviel,  Chairman  of 
this  Committee,  is  a  member  of  oUr  organization  and  conse- 
quently what  his  Committee  states  somewhat  reflects  our  ideas. 
However,  I  do  not  agree  with  the  Committee  on  the  matter 
of  raising  rates.  I  believe  it  will  be  a  very  difficult  matter  for 
any  company  operating  under  city  franchises  to  get  their 
freight  or  express  rates  or  classifications  raised.  I  feel  also 
that  it  will  be  difficult  for  them  to  obtain  the  permission  of  any 
Public  Service  Commission  to  raise  rates  or  change  classi- 
fications. There  is  a  tendency,  as  you  know,  to  reduce  rates 
rather  than  increase  them,  and  I  am  of  the  opinion  that  it 
will  not  be  possible  for  some  time  to  come  unless  a  very  ener- 
getic effort  is  made  by  some  organization  to  obtain  any  in- 
creases in  rates  or  classifications.  So  far  as  our  line  is 
concerned,  we  are  doing  a  general  freight  business,  not  carry- 
ing a  great  deal  of  carload  freight,  with  the  exception  of 
gravel,  stone,  etc.  We  do  not  find  the  business  very  profitable. 
At  the  present  time  our  operating  ratio  is  70  per  cent.,  while 
our  cars  are  making  a  very  creditable  return  per  car  —  I  think 
it  runs  practically  $70  per  day  —  still,  at  the  high  cost  of 
operating  it  does  not  show  a  very  large  net  amount.  Our 
business  is  constantly  increasing  and  if  it  would  be  possible 
to  obtain  a  higher  rate,  it  would  very  likely  prove  more  profit- 
able. We  are  handling  quite  a  large  amount  of  package  ex- 
press on  which  we  charge  one  and  one-half  times  the  freight 
rate,  and  it  is  quite  profitable.  We  carry  this  express  on  our 
passenger  cars  and  as  we  do  not  operate  a  pick-up  or  delivery 
service  and  as  all  express  matter  is  handled  by  our  trainmen, 
the  operating  expenses  are  not  very  heavy.  We  find  that  carry- 
ing this  express  does  not  afifect,  materially,  our  schedules.  In 
addition  to  our  own  express  business,  we  carry  express  for 
the  United  States  Express  Company. 
10 
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President  Stevens: — Any  further  discussion  of  this  re- 
port? I  would  be  very  glad  to  hear  from  any  member  pres- 
ent, especially  those  connected  with  interurban  properties.  It 
is  a  very  important  subject,  particularly  to  the  company  with 
which  I  am  connected,  the  Ohio  Electric  Railway  Company. 
While  its  freight  and  express  business  is  only  about  15  per 
cent  of  the  total  gross  business,  the  business  has  been  show- 
ing an  increase  of  from  15  to  20  per  cent  a  year,  and  we  be- 
lieve that  while  there  may  not  be  a  very  large  margin  of  profit, 
that  even  where  there  is  a  margin,  if  there  is  any^  at  all,  that  it 
supplements  the  earnings  over  our  tracks  by  just  such  net 
earnings.  It  is  very  necessary  that  the  interurbans  ought  to 
develop  revenues  in  addition  to  the  revenue  secured  from  the 
passenger  service. 

I  feel  that  this  Committee  has  covered  this  subject  in  a  most 
complete  and  comprehensive  manner  and  that  some  of  the  in- 
terurban members  present  ought  to  give  some  discussion  on 
the  subject. 

Mr.  O'Toole: — I  am  not  speaking  as  a  representative  of 
an  exclusively  interurban  company,  but  I  notice  on  the  bottom 
of  page  130  of  this  report,  this  language:  "And  it  is  possible 
for  the  electric  lines  to  handle  any  of  its  business  without  a 
visible  loss  only  because  of  the  fact  that  much  of  the  freight 
handled  by  traction  lines  is  of  such  a  character  as  to  take  a 
high-class  rate,  and  is  delivered  in  quantities  so  small,  that 
minimums  apply."  I  would  like  to  ask  if  any  company  has 
made  observations  which  would  tend  to  indicate  what  effect 
the  parcels  post  is  likely  to  have  upon  the  small  package  ex- 
press business  by  urban  or  interurban  lines,  particularly  in 
view  of  the  fact  that  the  maximum  weight  limit  of  the  Par- 
cels Post  has  been  raised  and  may  be  still  further  increased. 

Mr.  Hyman  : —  I  will  answer  the  question  of  the  gentle- 
man on  the  Parcels  Post.  I  represent  the  Electric  Package 
Agency  of  Cleveland  which  is  operated  by  the  various  electric 
lines  under  express  rates.  We  call  it  freight.  We  have  a 
delivery  service  at  every  point  where  our  competitors  have 
service.  We  have  found  the  Parcels  Post  has  cut  in  very  seri- 
ously on  our  business.     It  has  a  maximum  rate  of    11   lbs., 
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but  in  and  around  Cleveland  (I  think  from  the  15th  of  Au- 
gust) they  have  increased  the  maximum  weight  for  packages 
to  twenty  pounds,  and  decreased  the  rates.  I  think  this  is  the 
first  place  in  the  country  where  they  have  done  that  as  an  ex- 
periment. Our  wagons  going  to  various  retail  places  used  to 
pick  up  fifteen  to  twenty  packages  a  night,  and  they  are  now 
picking  up  eight  to  ten  packages  and  sometimes  less,  for  the 
reason  that  the  government  transportation  is  cheaper  and 
better.  We  pick  up  a  package  and  take  it  to  a  small  town, 
and  a  person  living  a  mile  or  two  would  have  to  walk  or  drive 
to  receive  this  package,  whereas,  by  Parcels  Post,  delivery  is 
made  at  the  house.  I  think  this  is  a  very  serious  question 
to  the  electric  lines,  as  it  will  cut  into  the  business  very  seri- 
ously. It  is  my  opinion  the  government  will  increase  the 
maximum  rate  from  20  lbs.  to  a  higher  rate,  and  the  more  in- 
creases they  make  the  more  it  will  work  to  the  disadvantage 
of  the  electric  lines. 

I  want  to  compliment  the  Committee  on  the  several  subjects 
diey  entered  into,  and  the  several  recommendations  they  made, 
especially  the  one  about  rates.  I  have  always  been  of  the 
opinion  that  a  great  many  electric  lines  are  doing  business  at 
too  low  a  rate.  I  believe  their  recommendation  should  be 
looked  into,  and  rates  should  be  made  higher  now,  rather  than 
later  on.  That  is,  of  course,  provided  the  State  Commissions 
will  allow  it.  I  think  the  sooner  the  rates  are  raised,  the  better 
it  will  be. 

Regarding  the  weighing  in  our  system,  every  package  be- 
fore it  is  billed,  passes  over  the  scales,  and  the  customer  does 
not  get  the  best  of  us  at  any  time.  Each  and  every  shipment 
is  actually  weighed  and  is  billed  at  the  actual  weight.  That  is, 
unless  it  is  a  case  of  eggs  or  articles  of  that  kind,  which  have 
an  arbitrary  rate  of  so  much  per  case. 

It  may  interest  some  here  to  learn  of  the  experience  we 
had  around  Cleveland  from  the  opposition  of  the  auto-truck. 
A  year  and  a  half  ago,  the  retail  merchants  of  Cleveland  bought 
an  auto  truck  and  formed  an  association  and  charged  the  mer- 
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chants  an  admission  fee  of  about  one  dollar  to  join  the  As- 
sociation. They  delivered  goods  around  Cleveland  in  two  di- 
rections, thirty  miles  each  way  at  50  per  cent  of  the  rates 
charged  by  the  Electric  Package  Agency.  They  did  not  go  to 
the  stores  and  pick  up  packages,  but  they  were  brought  to  their 
office.  They  lasted,  I  should  judge,  about  four  to  five  months, 
and  the  truck  was  sold.  I  understand  that  the  net  loss  to  the 
Association  was  about  $4,000. 

Last  June,  one  of  the  largest  truck  automobile  manufac- 
turers started  a  truck  service  between  Akron  and  Cleveland, 
a  distance  of  thirty-five  miles.  They  withdrew  after  four  or 
five  months.  At  the  present  time  there  is  a  truck  service  for 
a  distance  of  twenty  miles  or  so,  and  it  is  a  question  how  long 
it  will  last  when  bad  weather  comes.  I  think  that  when  the 
roads  are  worse  than  now  and  the  machine  is  old  —  and  it  is 
necessary  to  spend  a  great  deal  of  money  in  repairs  —  that 
they  will  not  find  it  is  profitable. 

President  Stevens  : —  Answering  the  question  that  Mr. 
O'Toole  raised  a  while  ago,  I  might  say,  so  far  as  the  Ohio 
Electric  Railway  is  concerned,  the  Parcels  Post  has  no  doubt 
cut  down  the  amount  of  express  business  handled.  We  have 
handled  our  express  business  on  passenger  cars  under  a  con- 
tract with  the  United  States  Express  Company,  with  a  guaran- 
teed minimum,  so  we  have  not  felt  the  reduction  in  business. 
Our  freight  business  we  handle  direct. 

Mr.  Nicholl  : —  So  far  as  the  Parcel  Post  service  afitecting 
our  express  business  is  concerned,  I  will  say  our  express  busi- 
ness, both  the  United  States  and  our  own  Merchant  Despatch 
Express  show  a  decided  increase.  We  have  the  same  kind  of 
contract  as  the  Ohio  Electric  Railway,  and  the  United  States 
express  business  is  increasing  constantly  over  last  year  and 
the  same  is  true  of  our  own  express  business.  The  Parcel 
Post  has  not  interfered  at  all  with  us  as  yet. 

Mr.  Hyman  : —  May  I  ask  Mr.  Nicholl  if  he  can  tell  whether 
the  general  increase  has  overcome  the  loss  by  the  Parcels  Post  ? 
Can  you  tell  where  the  increase  really  was  in  the  business? 
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Mr.  Nicholl  : —  I  cannot  say. 

Mr.  Hyman  : —  Our  business  has  increased,  but  we  can 
place  our  finger  right  where  the  Parcels  Post  has  hurt  us.  Our 
general  business  has  shown  a  very  decided  increase. 

Mr.  Emmons: — It  might  be  interesting  to  the  meeting  to 
know  something  of  the  experience  we  have  had  with  the  steam 
road  connections  in  the  last  year.  The  first  was  with  the 
Grand  Tr«nk  Railway.  There  is  a  supply  house  which  has 
a  coal  and  wood  yard  on  our  line,  about  a  mile  away  from  the 
nearest  railway ;  the  nearest  railroad  being  the  Grand  Trunk. 
We  have  a  connection  with  the  Grand  Trunk  with  our  tracks. 
They  desired  to  get  cars  switched  to  their  yard  over  our 
tracks  from  the  Grand  Trunk.  We  took  it  up  with  the  Grand 
Trunk  and  they  refused  to  deliver  cars  to  us  for  this  purpose. 
A  suit  was  brought  before  the  Railroad  Commission  of  Indiana, 
and  after  the  hearing,  the  Grand  Trunk  Railroad,  rather  than 
have  the  Commission  enter  a  formal  order,  entered  into  an 
agreement  in  open  court  to  switch  cars  to  our  line  for  the  pur- 
pose of  supplying  these  people. 

Following  that,  we  had  the  question  up  between  the  City 
of  South  Bend  and  the  A^andalia  Railroad,  which  is  a  branch 
of  the  Pennsylvania  Railroad  Co.  The  same  thing  occurred. 
The  City  of  South  Bend  has  its  water  works  over  .a  mile  from 
the  Vandalia  Railroad,  which  is  being  rebuilt.  This  plant 
receives  yearly  about  200  carloads  of  material  and  about  200 
carloads  of  coal.  The  City  of  South  Bend  asked  for  a  con- 
nection so  that  the  interurban  line  could  switch  their  cars,  but 
the  Vandalia  Railroad  refused  to  make  the  connection.  The 
City  of  South  Bend  therefore  brought  suit,  and  we  answered 
that  we  were  willing  to  do  this  switching  and  a  day  was  set 
for  a  hearing  before  the  Railroad  Commission  of  Indiana. 
As  we  were  about  to  go  into  the  hearing,  counsel  for  the  Van- 
dalia Railroad  asked  us  for  a  meeting  in  his  ofiice,  and  while 
we  were  in  his  office  —  he  previously  having  been  in  communi- 
cation with  the  head  officials  in  Pittsburg  —  he  received  a  wire 
to  make  the  agreement  out  of  court. 
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The  next  case  was  with  the  Lake  Shore  Railroad.  The  City 
of  Mishawaka  was  constructing  a  water  works,  similar  to  that 
of  South  Bend,  and  they  made  an  application  for  a  connection. 
The  Lake  Shore  dissented,  and  the  City  of  Mishawaka  then 
threatened  them  with  suit,  having  learned  the  experience  of 
the  other  cases  against  the  two  railroads.  They  finally  made 
an  agreement. 

The  Pere  Marquette  was  the  fourth  case.  A  contractor 
having  about  400  carloads  of  stone  to  deliver  for  a  stone  road 
made  application  for  delivery  over  our  lines.  The  Pere  Mar- 
quette seeing  there  was  a  chance  there  for  a  stone  business, 
voluntarily  joined  in  making  a  connection  with  our  line  by 
which  the  stone  was  delivered. 

The  steam  roads  are  being  forced  to  recognize  the  inter- 
urbans  more  and  more  and  to  make  an  interchange  of  freight 
so  that  in  certain  cases  I  believe  there  will  be  quite  an  ad- 
vantage in  the  future  to  the  interurban  lines. 

I  have  been  a  constant  believer  in  the  development  of  the 
freight  business,  and  I  have  often  said  that  the  future  of  the 
interurban  road  depends  on  taking  care  of  it.  Our  freight 
revenue  at  the  present  time  has  gone  to  15  per  cent  of  our  gross 
earnings  against  5  per  cent  in  the  past,  and  it  is  growing,  and 
will  be  greater  in  the  future.  We  are  taking  freight  on  our  line 
for  connection  with  the  boats  running  to  the  City  of  Chicago, 
and  oftentimes  find  shipments  on  our  line  billed  clear  through 
to  the  Western  Coast.  In  looking  up  the  reason,  we  find  that 
from  five  to  seven  days  is  saved  by  going  into  Chicago  on  the 
boat  lines  and  being  re-shipped  in  a  car  that  goes  direct  to  the 
Coast,  rather  than  going  by  steam  road  to  Chicago  and  then 
being  held  up  for  a  long  time  in  the  yard. 

It  was  regularly  moved  and  seconded  that  the  report  of  ths 
Committee  be  accepted. 

(Motion  carried.) 

President  Stevens: — The  next  order  of  business  is  the 
report  of  the  Committee  on  A  Statistical  Unit  for  Car  Opera- 
tion. The  Chairman  of  this  Committee  not  being  present,  the 
report  will  be  read  by  the  Secretary. 
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REPORT  OF  COMMITTEE  ON  A  STATISTICAL  UNIT  FOR 
CAR  OPERATION 

To    the   American   Electric   Raikvay   Accountants'   and    the    American 
Electric  Railway   Transportation  and   Traffic  Associations: 

Gentlemen. —  Your  Committee  on  A  Statistical  Unit  for  Car  Opera- 
tion held  a  meeting  during  the  Midyear  Conference  but  is  unable  to 
report  any  definite  conclusions  or  suggestions  of  units  which  would  be 
an  improvement  over  the  car  mile  and  car  hour  now  in  such  general 
use. 

The  investigation  carried  on  by  your  Committee  last  year  seemed 
to  indicate  more  or  less  satisfaction  with  the  units  now  used,  and  in 
view  of  this,  your  Committee  feels  that  it  will  be  difficult,  if  not  im- 
possible, to  develop  a  unit  which  would  meet  with  the  general  ap- 
proval of  our  member  companies.  Certainly,  the  Committee  is  not 
now  in  a  position  to  do  this,  and  from  discussions  it  has  had,  does  not 
think  it  at  all  likely  that  it  will  be  in  a  position  to  offer  anything  of 
tangible  value  in  the  near  future.  The  Committee  would,  therefore, 
suggest  that  it  be  discharged  and  the  matter  taken  up  at  some  subse- 
quent time  should  such  a  course  appear  desirable. 
Respectfully  submitted, 

C.  H.  Lahr,  Co-Chairman, 

C.   B.   Buchanan,   Co-Chairman, 

E.  L.  Kasemeier, 

C.  S.  Mitchell, 

A.  L.  Dewey, 

Nathan  H.  Daniels,  Jr., 

J.   A.   Emery, 

W.  J.  Harvie, 

Committee  on  A  Statistical  Unit  for  Car  Operation. 

President  Stevens: — Mr.  J.  A.  Emery,  connected  with 
Ford,  Bacon  and  Davis,  has  kindly  consented  to  address  the 
Association  on  the  subject  of  Statistical  Units  Used  in  Analysis 
of  Electric  Railway  Accounts. 

Mr.  Emery  : —  This  paper  was  prepared  in  connection  with 
the  work  of  the  Committee  on  A  Statistical  Unit,  and  it  is 
written  from  the  standpoint  of  the  operating  manager. 

(Mr.  M.  W.  Glover,  \"ice-President  of  the  Accountants' 
Association  now  in  the  Chair.) 
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STATISTICAL  UNITS  USED  IN  ANALYSIS  OF  ELECTRIC 
RAILWAY  ACCOUNTS 


By  James  A.  Emery, 
P'ord,   Bacon   and   Davis,   New   York,   N.   Y. 

In  preface  I  wish  to  make  a  plea  tliat  operating  men  give  more 
attention  to  the  forms  of  accounts.  The  president  and  directors  of  a 
company  are  concerned  with  the  summarized  figures  of  the  income 
account  but  the  details  of  revenue  and  expenses  are  prepared  for  the 
information  of  the  manager.  He  should  therefore  prescribe  that  they 
give  him  what  he  needs  to  know.  Here,  from  the  manager's  stand- 
point, lies  a  failing  of  our  accounting  system  —  that  our  classification 
is  based  on  the  character  of  the  expenditure  rather  than  the  object  for 
which  the  expenditure  is  made.  It  seems  the  height  of  absurdity,  for 
example,  in  the  electric  light  and  power  business,  to  draw  careful 
distinctions  between  the  elements  of  demand  and  output  in  making 
rates  and  then  to  pay  absolutely  no  attention  to  this  distinction  in 
the  records  of  cost  of  service.  To  determine  or  check  the  important 
figures  upon  which  the  charges  to  customers  are  based,  it  is  necessary 
to  go  through  a  painful  process  of  analyzing  expense  and  construction 
accounts.  There  is  no  reason  why  central  station  expense  accounts 
should  not  be  kept  in  such  a  way  that  we  may  know  every  month 
the  cost  of  maintaining  a  kilowatt  capacity  in  readiness  to  serve,  of 
the  additional  cost  of  generating  and  distributing  one  kilowatt-hour, 
and  of  the  cost  per  customer  of  those  operating' expenses,  which  vary 
directly  as  the  number  of  customers. 

In  street  railway  accounts,  likewise,  there  is  much  opportunity  for 
improvement.  We  spend  millions  of  dollars  per  year  for  special  work 
and  yet  few  managers  can  tell  how  much  it  costs  them,  as  the  labor 
cost  is  not  segregated.  Our  standard  system  of  accounts  does  not 
provide  means  of  ascertaining  the  costs  of  the  important  items  of 
painting  cars  or  of  repairs  to  ti'ucks  or  of  repairs  to  air  brake  equip- 
ment. In  setting  up  depreciation  or  renewal  reserve  accounts  we  do 
not  specify  and  a'.low  for  parts  to  be  replaced  under  maintenance. 
We  lump  in  one  account  all  payments  for  damages  and  have  no  way 
of  telling  directly  how  much  is  paid  to  passengers  and  how  much  to 
the  general  public  or  employes ;  how  much  is  paid  in  settlements  and 
how  much  in  judgments. 

These  observations  are  not  made  in  criticism  of  our  accountants 
who  have  done  so  much  to  systematize  our  business  records  and  who 
have  been  pioneers  in  analysis,  classificacion  and  standardization.  It 
is  the  manager  who  should  now  step  forward  and  tell  the  accountant 
what  he  uses  the  information  for,  how  he  uses  it,  and  in  what  forms 
he  needs  it.  This  brings  us  to  the  question  which  has  been  discussed 
before;  What  is  the  purpose  of  accounts? 
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PURPOSE  OF  ACCOUNTS 

We  keep  accounts  to  make  sure  that  we  do  not  lose  or  waste  money. 
We  reduce  accounts  to  a  unit  basis  to  determine  efficiency.  A  certain 
amount  per  unit  of  product  or  service  is  received  and  we  endeavor 
to  earn  this  amount  as  cheaply  as  possible,  consistent  with  producing 
a  satisfactory  product  or  service.  We  therefore  analyze,  classify  and 
examine  our  various  expense  items  to  determine  where  we  may  cheapen 
any  of  them  per  unit  of  finished  product.  The  ultimate  aim  is  to 
reduce  the  ratio  of  cost  to  receipts,  and  in  working  to  this  end  we  try 
to  produce  in  our  accounts  microscopic  details,  as  clear  and  undis- 
torted  as  possible.  We  then  try  to  establish  and  work  to  standards 
based  on  what  has  been  done  on  other  properties  and  in  other  years. 

UNITS  OF  SERVICE  PROVIDED 

The  ratio  of  cost  to  receipts  is  misleading  when  used  for  com- 
parison in  city  transportation  because,  unfortunately,  the  revenue  is 
not  proportioned  to  the  service  rendered.  If  we  eliminate  the  factor 
of  rate  of  fare  and  calculate  costs  per  passenger,  we  can  deduce 
standards  based  upon  differing  lengths  of  haul,  density  of  traffic  and 
load  factor,  but  service  required  and  rendered  is  not  even  proportional 
to  the  number  of  passengers  thus  qualified.  A  street  railway  must 
provide : 

1.  During  the  rush  hours,  a  number  of  passenger  space  (seats 
and  standing  spaces)   miles. 

2.  During  the  between-rush  hours,  a  number  ot  seat  miles ; 
or  on  smaller  properties,  car  miles. 

3.  During  the  night  and  early  morning  hours,  a  number  of  car 
miles  to  maintain  reasonable  headways,  with  little  regard  to  the 
volume  of  traffic. 

Therefore,  a  system  would  show  high  efficiency  of  design  and  opera- 
tion when  the  cost  per  space  mile  during  the  rush  hours  and  when  the 
cost  per  seat  mile  during  the  between-rush  hours  is  low,  and  when  the 
cost  per  car  mile  during  the  night  and  early  morning  is  low.  It  is 
manifestly  out  of  the  question  to  apportion  costs  on  the  above  basis 
and  our  problem  is  to  determine  the  practicable  basis  which  comes 
closest  to  it.  That  is,  we  would  like  to  find  a  unit  which  when  divided 
into  our  costs  will  tell  us,  without  substantial  qualification,  if  the 
operation  of  a  property  is  efficient  and  if  the  engineering  design  and 
construction  are  good. 

VARIOUS  UNITS  USED 

The  various  units  commonly  considered,  in  the  order  of  their  rela- 
tion to  each  other,  are : 

1.  Dollars    (per  cent)    of  Gross  Earnings. 

2.  Revenue  Passengers.  Equalling  Gross  Earnings  divided  by 
the  average  rate  of  fare. 
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3.  Passenger  Miles.  Derived  from  the  number  of  passengers 
multiplied  by  the  average  haul. 

4.  Seat  Miles  or  Space  Miles.  Proportioned  to  the  passenger 
mileage  and  also  dependent  upon  the  density  of  traffic. 

5.  Car  Miles.  Equalling  the  seat  miles  or  space  miles  divided 
by  the  seats  or  spaces  per  car. 

6.  Ton  Miles.  Equalling  the  car  miles,  multiplied  by  the  average 
weight  per  car  or  the  seat  miles  multiplied  by  the  average  weight 
per  seat. 

7.  Car  Hours.  Equalling  the  car  miles  divided  by  the  average 
speed. 

8.  Normal  Maximum  Cars  in  Operation.  Derived  from  the  car 
hours  and  the  service  factor. 

9.  Car  Trips.      (Round  Trips.) 

Let  us  consider  in  order  the  relative  merits  and  disadvantages  of 
these  units. 

1.  Dollars  of  Gross  Earnings 

As  the  money  which  comes  in,  measures  the  absolute  limit  of  the 
total  outgo,  it  is  very  important  that  we  should  know  in  simplest  terms 
what  proportion  of  it  goes  to  each  item  of  expenditure.  Percentage 
of  gross  earnings  should  therefore  be  used,  whatever  units  of  service 
are  chosen.  In  comparing  one  property  with  another  on  this  basis, 
however,  care  should  be  taken  to  see  that  the  average  rate  of  fare, 
average  haul,  density  of  traffic  per  mile  of  track  and  load  factor 
are  not  widely  different. 

2.  Revenue  Passenger 

The  use  of  this  unit  would  eliminate  the  variance  due  to  difference 
in  rates  of  fare  and  the  cost  at  which  a  company  carries  a  passenger 
is  in  general  a  fair  measure  of  the  efficiency  of  design  and  operation, 
if  values  or  factors  for  the  principal  fixed  conditions  of  average  haul, 
density  and  load   factor  are  known. 

3.  Passenger  Mile 

Presentation  of  the  cost  of  transporting  one  passenger  one  mile 
would  eliminate  discrepancies  in  average  length  of  haul.  It  is  not 
practicable,  however,  on  a  city  system  to  calculate  passenger  mileage 
regularly  and  it  must  be  remembered  that  service  cannot  be  propor- 
tioned exactly  to  the  passenger  mileage. 

4.  Seat  Mile  or  Space  Mile 

In  stepping  from  the  passenger  mile  to  the  seat  mile  or  space  mile, 
we  introduce  the  first  factor  dependent  upon  operating  efficiency.  A 
manager,  by  lack  of  attention  to  schedules  or  traffic,  may  operate  more 
seat  miles  than  are  necessary.  His  maintenance  of  track  and  line  and 
general  expenses  which  do  not  vary  directly  with  the  seat  mileage  will 
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therefore  figure  lower  per  seat  mile  and  his  operation  on  the  seat 
mileage  basis  would  actually  appear  efficient  when  it  may  be  poor, 
if,  however,  we  can  establish  standards  of  proportions  of  seat  miles 
to  passenger  miles  for  various  traffic  densities  and  load  factors,  a 
statement  of  such  proportion,  together  with  the  cost  of  service  per  seat 
mile  for  a  given  system,  would  furnish  a  practically  complete  basis 
for  judgment  of  its  efficiency  of  design  and  operation.  The  use  of  the 
space  mile  is  hardly  worth  considering,  for,  while  it  ought  to  be  under- 
stood that  standmg  space  must  enter  into  rush-hour  calculations,  i.s 
general  use  would  be  popularly  offensive.  Space  mileage  is  a  measure 
of  service  for  not  over  25  per  cent  of  the  traffic  of  the  day  and  the 
spaces  per  car  vary  in  a  considerable  degree  as  the  number  of  seats. 

5.     Car  Mile 

Our  friend  of  long  standing,  the  car  mile,  is  implanted  in  our  im- 
agination and  habits  of  thought  and  to  give  it  up  would  involve  some- 
tliing  of  the  readjustment  which  would  attend  the  adoption  of  tlie 
metric  system  in  general  business.  Car  mile  tigvires  are  generally  in 
convenient  denominations  and  the  unit  is  the  most  appropriate  for  many 
equipment  records.  Compared  with  other  units  under  consideration, 
the  car  mile  has  the  same  merits  as  the  seat  mile,  but  at  the  present 
time  labors  under  the  serious  objection  that  there  is  such  great  varia- 
tion in  the  capacity  of  cars.  Although  the  average  car  is  approaching 
a  standard  of  from  40  to  50  seats,  there  is  always  likely  to  be  con- 
siderable variation.  The  car  mile  is  a  measure  of  about  25  per  cent 
of  the  service  provided  by  a  street  railway.  Car  mileage  can  be  cal- 
culated easily  and  accurately  and  it  has  the  advantage  of  long  use 
and  familiarity.  As  will  be  seen  later,  differences  in  size  of  cars 
and  speed  may  not  produce  great  variance  in  total  operating  expenses 
pe 
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'has  some  merit  as  a  unit  for  judging  efficiency  of 
ope^atiooir— '!*r^considerable  portion  of  the  operating  expenses  varies 
directly  as  the  weight  moved,  but  our  unit  should  show  efficiency  of 
design  as  well  as  operation  and  the  ton  mile  side  tracks  one  of  the 
most  important  features  of  design.  For  example,  if  for  a  given  prop- 
erty the  operating  expenses  per  ton  mile  be  low,  it  would  appear  that 
the  operation  is  efficient.  This  might  not  be  the  case  —  for,  if  un- 
necessary weight  were  put  into  the  cars  through  poor  design,  the  ton 
mileage  would  be  abnormally  high  and  the  operating  expenses  per 
ton  mile  abnormally  low.  Ton  mileage  is  more  difficult  to  calculate 
than  seat  mileage,  on  account  of  the  live  load. 

7.     Car  Hour 

When  used  side  by  side  with  the  car  mile,  the  car  hour  indicates 
only  the  eff^ect  of  speed.     It  has  some  advantage  over  the  car  mile 
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in  comparing  revenue  statistics,  for  it  shows  clearly  the  advantage  in 
higher  speeds  and  furnishes  a  more  accurate,  quick  basis  of  com- 
parison of  the  net  earnings  of  various  routes  than  does  the  car  mile. 
For  use  in  analyzing  the  details  of  operating  costs,  however,  it  is  not 
so  accurate  a  gauge  of  efficiency  as  the  car  mile.  As  operating  ex- 
penses pel  car  hour  are  constant  multiples  of  operating  expenses  per 
car  mile,  it  seems  wasteful  to  use  them  side  by  side  for  details. 
Like  the  car  mileage,  the  car  hourage  can  be  calculated  easily  and 
accurately.  It  is  not,  however,  a  direct  measure  of  any  part  of  the 
service. 

EFFECT  OF  VARIATIONS  IN  SPEED 

The  relation  of  the  element  of  speed  to  revenue  and  expenses  is 
intricate.  It  is  certainly  cheaper  to  haul  a  given  number  of  passengers 
between  two  points  at  high  speed  than  at  low  speed.  It,  therefore, 
would  seem  that  at  a  less  cost  we  can  furnish  what  passengers  prefer 
and  would  even  pay  more  money  for.  Why  then  are  our  rates  on 
suburban  or  high-speed  lines  at  least  as  high  as  on  city  lines? 
The  answer  is  found  in  the  element  of  density  of  traffic.  We  can 
move  100,000  passengers  over  a  given  piece  of  track  very  much  cheaper 
per  passenger  than  we  can  move  10,000.  This  balancing  of  factors 
explains  the  remarkable  uniformity  of  operating  expenses  per  car 
mile  on  systems  widely  different  in  size  and  character.  It  also  brings 
to  mind  the  fact  that  differences  in  size  of  cars  may  not  make  great 
differences  in  the  cost  of  operation  per  car  mile  for  handling  the 
same  volume  of  traffic;  for,  while  most  items  of  operating  expenses 
are  greater  per  car  mile  for  larger  cars,  the  item  of  platform  wages, 
with  some  others,  totalling  about  50  per  cent  of  the  operating  expenses, 
is  proportionately  smaller.  Speed  is  governed  by  all  three  elements 
which  control  the  destiny  of  a  street  railway. 

First:  It  is  in  part  fixed  by  physical  and  legal  conditions  over  which 
neither  construction  engineer  nor  operating  manager  has  control. 

Second:  It  is  dependent  on  the  design  of  track,  rolling  stock,  power 
plant  and  distribution  system.  An  effort  to  obtain  higher  speed  in 
the  design  would  have  saved  many  properties  from  bankruptcy  and 
the  neglect  or  failure  to  design  for  the  highest  speed  practicable  has 
crippled  many  others. 

Third  and  lastly:  The  average  number  of  car  miles  per  car  hour 
depends  upon  schedules,  discipline  and  condition  of  equipment.  Higher 
speed  increases  revenue  per  car  hour  and  increases  expenses  per  car 
hour.  It  has  no  effect  on  revenue  per  car  mile  but  it  decreases  ex- 
penses per  car  mile.  It  has  no  effect  on  total  revenue  but  it  reduces 
operating  expenses.  The  car  mile,  therefore,  brings  out  this  important 
element  of  operating  efficiency  more  clearly  in  the  operating  expenses, 
while  the  car  hour  has  a  similar  advantage  in  relation  to  revenue. 
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8.  Normal  Maximum  Car  Operated 

In  electric  lighting  and  power  supply  a  large  proportion  of  the  cost 
of  production  varies  directly  as  the  maximum  demand.  To  a  less 
extent  this  is  true  in  the  street  railway  business.  Our  loads  fluctuate 
quite  as  much  as  do  those  of  central  stations,  but  it  is  not  commercially, 
or  in  many  cases  physically,  possible  to  provide  corresponding  service. 
We,  therefore,  furnish  seats  during  the  non-rush  hours  and  passenger 
spaces  during  the  rush  hours.  Even  with  this  help  our  service  factor 
or  ratio  of  average  cars  to  maximum  is  low  and  a  considerable  .part 
of  the  outgo  of  a  street  railway  is  proportioned  to  the  number  of  cars 
that  have  to  be  put  on  the  streets  during  the  maximum  hour  of  travel. 
The  car  is  a  convenient  and  common  unit  of  equipment  costs.  It  is, 
therefore,  of  interest  and  value  to  know  how  much  money  a  car  takes 
in  per  year  and  how  much  its  operation  costs.  This  unit,  however, 
does  not  lend  itself  to  useful  analysis  of  the  details  of  revenue  or 
of  many  of  the  operating  expenses. 

9.  Car  Trip 

The  car  trip  is  sometimes  used  for  expressing  revenue  and  expenses 
in  terms  which  can  be  easily  understood  by  the  public.  The  compila- 
tion of  the  number  of  trips  is  worth  while  as  it  leads  up  to  the  average 
length  of '  trip  and  thus  gives  an  indication  of  the  average  length  of 
haul. 

TRAIN  UNITS 
Train  miles  or  train  hours  have  very  little  utility  for  electric  rail- 
way work,  as  few  operating  expenses  vary  with  the  number  of  trains 
operated.  Where  the  motormen  on  lines  operating  multiple-units  are 
paid  higher  rates  of  wages  than  the  other  trainmen  there  is  some 
difference,  but,  after  all,  we  are  trying  to  operate  car  hours  and  car 
miles  cheaply  and  we  do  not  have  much  control  over  the  rate  of 
wages  —  so  that  if  wages  of  motormen  per  train  hour  are  high  it 
simply  means  that  the  rate  of  wages  is  high  and  gives  no  indication 
of  efficiency  of  operation. 

TRAILERS 

In  the  writer's  opinion,  trailers  should  be  treated  exactly  as  motor 
cars,  if  they  provide  the  same  passenger  capacity.  By  so  doing,  the 
economy  or  lack  of  economy  in  using  them  may  be  shown. 

RESUME 

Reviewing  the  advantages  and  disadvantages  of  the  various  units, 
we  see  that  percentage  of  gross  earnings  is  always  a  useful  basis 
for  the  analysis  of  operating  expenses;  that  the  unit  revenue  passenger 
would  be  satisfactory  if  proper  values  could  be  determined  for  vary- 
ing length  of  haul,  density  of  'traffic  and  load  factor;  that  the  passenger 
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mile  is  not  practicable  on  account  of  the  approximations  necessary 
in  calculating  the  passenger  mileage ;  that  the  seat  mile  and  car  mile 
may  be  completely  satisfactory  as  a  basis  of  comparison  if  the  efficiency 
of  operating  schedules  can  IjC  determined  ;  that  the  car  hour  is  useful 
for  comparing  revenue ;  that  the  ton  mile  is  not  generally  useful  and 
that  the  normal  maximum  car  applies  to  a  portion  only  of  the  operat- 
ing expenses.  If  operating  schedules  be  held  to  a  standard  of  efficiency 
with  relation  ^to  the  average  length  of  haul  per  passenger  and  density 
of  traffic,  then  these  two  factors  are  eliminated  and  cost  per  seat  mile 
on  one  property  becomes  directly  comparable  with  that  of  another. 
The  seat  mile  is  a  somewhait  inconvenient  unit  for  analysis  of  both 
revenue  and  operating  expenses,  as  the  values  are  so  small.  To  use 
it  practically,  therefore,  we  should  have  to  use  multiples  of  possibly 
So  or  100.  A  reasonable  method  might  be  to  establish  a  car  standard 
of  40  or  50  seats  and  modify  the  car  mileage  accordingly,  producing 
a  unit  ivhich  might  be  called  "  40-Seat  Car  Mile."  This  unit  would 
give  a  good  basis  of  comparison  between  properties,  not  only  in  total 
cost  per  unit  but  in  each  of  the  details.  There  would  probably  be 
objection  to  such  a  unit,  on  the  score  of  cost  of  compilation.  This 
extra  cost,  however,  could  be  made  slight  b}^  the  use  of  tabulated 
equivalents. 

COMBINATION   OF  UNITS  APPROPRIATE  TO   GROUPS  OF  ACCOUNTS 

There  is  no  unit,  however,  which   furnishes   completely   satisfactory  . 
basis   for  comparison   of   all   items   of   operating  expenses   or   even   of 
all  groups  of  items.     That  is  to  say,  the  "  40-seat  car  mile,"  as  applied 
to  track  maintenance  accounts,  shows  the  maintenance  necessary   for 
the  passage  of  one  car  over  a  mile  of  track. 

The  density  of  traffic  or  number  of  car  miles  over  each  mile  of 
track  has  a  considerable  effect  on  the  cost  per  car  mile.  That  is, 
if  the  car  mileage  per  mile  of  track  be  low,  certain  fixed  expenses 
will  be  higher  per  car  mile.  If,  on  the  other  hand,  the  car  mileage 
per  mile  of  track  be  high,  there  will  be  more  wear  and  tear  and  certain 
of  the  maintenance  costs  will  be  higher  per  car  mile.  It  is  so  difficult 
to  judge  off  hand  the  opposite  effect  of  these  factors  on  the  cost  per 
car  mile  that  many  people  who  have  to  consider  such  matters  go  back 
to  the  fundamental  basis  of  maintenance  of  track,  per  mile  of  track 
Similarly : 

Maintenance  of  Equipment  is  properly  iigured  per  car 

Power per  kilowatt-hour 

Platform  Wages  per  car-hotir 

Other  Operation  of  Cars per  car 

and  general  expenses  may  be  usefully  treated  in  the  same  manner  as 
overhead  charges  on  construction  work  —  that  is,  as  a  percentage  of 
all  other  operating  expenses.  The  important  item  of  damages  might 
better  be  classed  by  itself  and  figured  per  passenger. 
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ESTABLISHMENT  OF  STANDARD  VALUES 
If  the  operating  expenses  of  all  companies  were  regularly  analyzed 
in  this  manner,  it  would  be  possible  to  establish  standard  values  for 
each  group  of  accounts,  making  allowance  for  the  variation  caused 
by  lesser  differences  in  conditions.  For  example,  the  cost  of  adequate 
maintenance  of  way,  track  and  line  per  mile  of  track  could  be  deter- 
mined for  various  amounts  of  car  miles  per  mile  of  track.  Further 
refinements  might  then  be  made  for : 

Percentage   of    special   work. 

Percentage  of   paving. 

Average  weight  of  rail. 

Average  age  of  rail. 

This  will  eliminate  the  principal  conditions  which  are  fixed  naturally 
or  by  engineering  design  and  thus  may  be  shown  the  limits  within 
which  the  operating  manager  should  work.  In  the  same  way,  normal 
cost  of  maintenance  of  equipment  per  normal  maximum  car  operated 
may  be  determined  for  cars  of  various  capacities  and  for  various 
amounts  of  car  mileage  per  car.  Reasonable  limits  for  the  remaining 
groups  of  operating  expenses  may  also  be  determined  for  varying 
conditions.  It  is  suggested  that  the  determination  of  such  standards 
is  a  useful  field  for  this  Association.  It  goes  without  saying  that  a 
manager  searches  every  nook  and  cranny  of  his  expense  account  to 
learn  where  reductions  of  any  kind  are  possible,  but  it  will  always 
help  him  if  he  knows  definitely  what  other  people  are  doing  on  the 
same  basis  and  he  is  often  harassed  by  having  details  of  his  property 
compared  unfavorably  with  others  where  the  conditions  are  distinctly 
different. 

Computation  of  Operating  Expenses  by  Routes 
The  reduction  of  operating  expenses  to  the  above  units  would  per- 
mit of  ready  and  comparatively  accurate  computations  of  the  net 
earnings  of  various  operated  routes  or  lines,  where  many  lines  of 
different  length  and  character  are  operated  under  one  system.  This 
might  be  done  with  profit  once,  twice  or  four  times  per  year. 

Aplication  Only  to  Twelve-Month  Periods. 
Such   unit    computations   would    have   little   value    when   applied    to 
monthly  expenses  and  if  used  every  month  should  be  applied  to  the 
operating  expenses  for    the  past  twelve  months. 

Form  for  Application 

In  order  to  show  how  these  units  would  be  applied  and  how  they 
would  appear  in  combination  with  percentage  of  gross  earnings  and 
car    mile    costs,   a    form    of    monthly    report,    suitable    for    Class    "A" 
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companies,  is  submitted  herewith.  It  will  be  noted  in  the  list  of 
operating  expenses  that  it  was  necessary  to  change  the  arrangements 
of  accounts  in  a  slight  degree.  There  are  also  incorporated  in  the 
list  of  operating  expense  accounts,  several  changes  from  the  Standard 
Classification  which  would  be  useful  from  the  standpoint  of  the 
manager  or   engineer. 

Appropriate  Units  for  Greater  Details 

Units  appropriate  to  smaller  groups  of  accounts,  or  even  to  individual 
accounts,  might  be  used  if  desired,  as,  for  example,  the  number  of 
feet  of  special  work  applied  to  the  cost  of  maintenance  of  special  work, 
or  the  car  m'ileage  applied  to  the  damages  other  than  passenger. 

Form  for  Operating  Statistics 
With  any  statement  or  analysis  of  operating  expenses  it  is  abso- 
lutely necessary  that  a  statement  of  operating  statistics  should  be 
presented,  together  with  all  of  those  statistical  relations  upon  which 
the  details  of  operating  expenses  depend.  This  is  seldom  or  never 
done  in  a  systematic  manner.  Such  statistics  not  only  are  necessary 
in  order  to  form  a  correct  opinion  of  operating  efhciency  but  they  have 
features  and  items  which  are  as  valuable  as  the  details  of  operating 
expenses  themselves.  A  suggested  form  for  such  statistics  is  also 
submitted  to  accompany  the  suggested  form  for  analysis  of  operating 
expenses. 

Normal  Maximum  Car 

The  suggested  unit  "  Normal  Maximum  Cars  Operated "  is  defined 
as  the  average  for  the  four  weeks  of  a  month  of  the  maximum  num- 
ber of  cars  run  in  regular  service  on  the  heaviest  day  of  each  week. 

Service  Factor 

The  suggested  "  Service  Factor  "  is  the  ratio  of  the  average  number 
of  cars  to  the  normal  maximum  and  is  derived  by  dividing  the  total 
car  hours  by  the  number  of  car  hours  that  v/ould  have  been  made 
by  the  normal  maximum  number  of  cars  operating  a  full  day  of 
twenty-four  hours.  This  factor  corresponds  to  the  load  factor  of  a 
power  plant. 

There  are  doubtless  other  relations  of  statistical  units  to  each  other 
which  would  be  worth  the  cost  of  calculation  once  a  month. 

DETBRMINATION  OF  PASSENGER   MILEAGE 

An  approximate  determination  of  the  passenger  mileage  of  any  line 

or  system  is  not  difficult  or  expensive.     It  is  a  reasonable  assumption 

that  the  character  of   traffic  on  normal   days   of   each   season  of   the 

year  is  about  the  same   from  day  to   day  and  that  the  character  of 
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travel  on  one  car  will  average  the  same  as  that  of  another.  In  making 
such  a  determination,  therefore,  it  is  only  necessary  to  place  observers 
on  one  car  in  every  six  or  seven  on  a  given  line  for  an  entire  day 
and  count  the  passengers  on  and  off  at  each  stop.  The  calculation  of 
passenger  mileage  is  then  simple  and  if  done  graphically  shows  other 
valuable  information,  such  as  the  point  of  maximum  load,  the  ratio 
of  number  of  passengers  carried  past  the  maximum  load  point  to  the 
total  carried  and  the  points  at  which  turn-backs  should  be  permissible. 
This  can  all  be  done  at  a  cost  of  not  over  $25  per  route  of  average 
density  of  traffic. 

VALUE  OF  STATISTICS 

The  compilation  of  statistics  is  usually  treated  either  too  lightly  or 
too  seriously.  Many  people  fail  to  appreciate  the  value  of  an  analytical 
examination  of  figures  and  many  others  prepare  great  masses  of 
figures  and  details  which,  by  their  volume  and  lack  of  correlation, 
confuse  rather  than  instruct.  Analyses  of  accounts  and  statistics  are 
worth  while  if  they  point  the  way  to  saving  money  or  if  they  present 
an  accurate  measure  of  operating  or  engineering  efficiency.  The  cost 
of  the  clerical  work  involved,  however,  must  not  exceed  the  money 
which  might  be  lost  if  such  figures  were  not  prepared,  and  —  with 
all  the  power  that  within  us  lies  —  the  figures  must  be  accurate.  This 
means  not  simply  that  arithmetical  details  must  be  correct  but  that 
the  basis  of  the  figures  shall  be  sound'  and  consistent.  There  is  a 
deeply  rooted  prejudice  against  approximations,  but  few  deductions 
can  be  drawn  from  street  railway  statistics  or  accounts  without  ap- 
proximations. We  should,  therefore,  study  the  limits  of  error  and 
we  should  not  be  afraid  to  make  approximations  when  we  know  just 
how  much  or  how  little  they  effect  the  answer  we  are  seeking. 

The  recording  and  presentation  of  the  operating  results  of  a  street 
railway  still  offer  a  broad  field  for  investigation  and  thought. 

President  Stevens: — I  know  that  all  of  you  have  heard 
with  interest  the  address  by  Mr.  Emery.  What  action  shall 
we  take  on  it? 

Mr.  Kilfoyle  : — •  I  move  that  we  tender  Mr.  Emery  a  vote 
of  thanks  for  his  very  complete  paper. 

(Motion  duly  seconded  and  carried.) 

(Mr.  M.  W.  Glover,  Eirst  Vice-President  of  the  Account- 
ants' Association,  now  in  the  Chair.) 
II 
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Discussion  of  Report  of  Committee  on  A  Statistical  Unit  for 
Car  Operation 

Mr.  C.  N.  Duffy  : —  I  can  say  that  I  never  saw  so  skillful  an 
attempt  to  cover  the  subject,  and  we  have  found  it  to  be  wholly 
practicable  and  most  valuable. 

Vice-President  Glover  : —  Is  there  any  further  discussion 
on  this  subject  or  on  Mr.  Emery's  paper  in  connection  with 
the  report  of  the  Committee  on  A  Statistical  Unit  for  Car 
Operation  ? 

Mr.  MacRae  : —  I  think  some  arrangement  should  be  made 
whereby  each  operating  man  in  the  department  should  be  able 
to  obtain  just  exactly  the  information  wanted.  Under  our 
Standard  of  Classification  this  plan,  of  course,  cannot  be 
carried  out  within  the  limits  that  it  could  otherwise  be  done. 

Mr.  Ham  : —  I  do  not  rise  in  defense  of  the  Classification 
of  Accounts,  but  rather  in  explanation.  The  Classification  of 
Accounts  does  not  purport  to  be  a  system ;  there  is  no  such 
claim  made ;  the  Standard  Classification  of  Accounts  is  simply 
a  scheme  of  putting  into  a  given  item,  a  given  account,  cer- 
tain expenditures  which  make  that  class  of  items  comparable 
in  all  instances.  It  is  possible  to  elaborate  the  system  of  ac- 
counts so  as  to  give  a  great  deal  more  information  than  you 
have  in  the  classification  itself,  but  even  that  would  not  be 
all  that  you  would  want  to  know.  One  of  the  things  in  this 
Classification  of  Accounts  which  we  have  had  a  great  deal  of 
discussion  about  is  the  assignment  of  overhead  charges.  It 
has  been  argued  over  and  over  again  that  we  should  include 
as  part  of  the  cost  of  maintaining  cars  a  certain  percentage 
to  cover  the  cost  of  our  shop  charges,  the  maintenance  of 
our  shop  machinery ;  that  we  should  add  to  our  cost  of 
maintenalice  of  track  or  whatever  it  may  be  a  certain  amount 
to  cover  the  cost  of  power  used  for  that  purpose.  Now,  that 
thing  couM  go  on  indefinitely  but  all  I  want  to  explain  is  that 
the  system  of  accounts  does  not  purport  to  be  a  system  of 
cost  accounting. 

Mr.  MacRae  : —  Going  back  to  my  original  statement,  I 
think  that  too  much  emphasis  can  not  be  laid  upon  the  needs 
for  which  the  accounting  department  exists.     What  is  the  use 
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of  a  classification  of  operating  expenses  if  by  that  classifi- 
cation of  operating  expenses  you  can  do  the  very  thing  that 
the  accounting  department  was  designed  for,  namely,  to 
give  the  information  desired  to  the  man  who  wants  it?  When 
you  have  an  accountant  to  figure  upon  a  statement  and  he 
hands  it  to  the  operating  man,  it  is  just  so  much  waste  paper, 
if  the  operating  man  cannot  make  anything  out  of  it.  I  think 
all  the  accounting  men  should  co-operate  with  the  operating 
departments  and  give  the  operating  departments  only  that 
information  is  wanted. 

Mr.  Ham  : —  Just  one  more  word.  The  gentleman  who  has 
just  spoken  is  dealing  with  one  proposition.  Now,  if  he  is 
not  able  to  give  to  his  management  what  it  wants,  or  if  he 
is  preparing  statements  his  management  does  not  want,  I 
would  say  what  is  the  use  of  all  this?  Why  are  you  spending 
all  this  money  to  make  up  a  lot  of  figures  that  are  not  wanted? 
But  what  we  have  here  is  a  very  different  proposition.  We 
are  adopting  a  classification  on  broad  general  lines  that  would 
apply  to  every  company  whether  large  or  small  in  the  United 
States.  When  it  is  possible  to  have  the  thousands  of  general 
managers  in  the  United  States  agree  as  to  what  they  all  want, 
then  that  will  be  the  time  to  make  up  a  classification  of  ac- 
counts that  will  include  all  that  is  wanted  by  the  general  man- 
agers ;  but  at  present  the  general  managers  do  not  agree  as 
to  what  they  want  —  one  wants  one  thing,  and  another  wants 
another  thing.  It  is  quite  right  that  they  should  demand 
these  different  things.  It  sometimes  wearies  me  when  it  is 
claimed  that  this  Classification  of  Accounts  does  not  fit  every- 
body—  that  it  does  not  give  all  the  information  that  is  wanted. 
Of  course  it  does  not,  it  is  not  its  purpose,  for  we  are  con- 
fronted with  all  kinds  of  conditions  throu;;;hout  the  United 
States  —  roads  differing  in  size,  operating  under  different 
conditions,  with  wide  difference  in  classes  and  types  of  con- 
struction. I  look  upon  this  classification,  which  was  devised 
by  the  Accountants'  Association  without  governmental  author- 
ity back  of  it,  and  which  was  generally  acceptable  to  all  of 
these  electric  railway  companies,  as  a  great  achievement  of  the 
Accountants'  Association.     (Applause.) 
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Mr.  MacRae  : —  My  point  is  that  we  can  take  any  classifi- 
cation we  use  and  by  the  use  of  subaccounts  under  that  classi- 
fication give  the  operating  men  what  they  want. 

Mr.  C.  N.  Duffy: — I  want  to  heartily  co-operate  with  Mr. 
Ham  in  everything  that  he  has  said  about  the  classification  work 
—  not  because  I  was  the  original  Chairman  of  the  Committee, 
and  not  because  I  am  thoroughly  in  sympathy  with  the  work, 
but  I  do  take  issue  with  Mr.  MacRae  regarding  the  general 
managers  not  being  able  to  read  figures,  and  further  that 
there  is  no  use  of  the  common  practice  of  the  country  in  using 
the  classification  of  accounts  as  prescribed  by  this  Associa- 
tion. And  I  would  go  a  little  further  than  that,  and  if  a  gen- 
eral manager  of  a  company  does  not  know  what  he  ought  to 
have,  then  I  think  it  is  the  duty  of  the  accountants  to  tell  him 
what  he  ought  to  have,  and  how  to  make  use  of  it.  The  Stand- 
ard Classification  of  Accounts  was  adopted,  with  the  exception 
of  the  power  account,  bodily  by  the  Wisconsin  Railroad  com- 
mission, who  used  it  for  its  own  purposes.  When  a  financial 
and  operating  report  was  desired,  it  was  desired  for  the  pur- 
pose of  giving  expression  as  to  what  was  the  result  of  the 
operation  insofar  as  it  was  reflected  by  the  classification  of  ac- 
counts through  these  different  units,  and  that  is,  as  I  under- 
stand it,  what  Mr.  Emery  is  asking  for  and  has  so  well  put 
before  us,  and  I  do  not  think  that  the  criticism  of  the  Classi- 
fication of  Accounts  is  as  to  the  classification,  but  rather  as  to 
the  uses  to  which  it  is  put.     Am  I  right,  Mr.  Emery? 

Mr.  Emery  : —  That  is  right. 

Mr.  C.  N.  Duffy: — There  was  read  before  the  Account- 
ants' Association  yesterday  a  report  relating  somewhat  to  this 
subject,  and  I  might  say  we  have  used  this  Cost  Accounting 
System  in  our  work,  in  our  power  plants,  in  our  substations, 
I  rans former  stations,  storage  battery  work,  our  operating,  etc. 
—  all  in  exactly  the  same  way,  and  it  is  accepted  as  common 
Lise  for  the  same  reason  and  for  the  same  purpose,  and  we 
know  of  no  difficulty  with  its  use. 

Supplementing  what  Mr.  Pfam  said  about  cost  accounts,  we 
have  in  Milwaukee  twenty-one  different  special  accounts ;  and 
if  we  want  to  know  what  our  automobile  service  is  going  to 
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cost  us  per  mile  per  automobile  we  are  able  to  find  it  out.  Now, 
I  would  like  to  know  what  has  happened  to  this  Association? 
We  have  had  enough  trouble  trying  to  have  them  adopt  the 
original  classification  and  if  we  should  attempt  to  argue  that 
a  classification  of  accounts  must  cover  everything,  that  is, 
actual  operating  and  construction  problems,  and  all  of  that 
sort  of  thing,  I  do  not  know  what  kind  we  would  have  to 
adopt. 

Mr.  Kilfoyle  : —  I  wish  to  say  that  we  use  the  standard 
classification  and  obtain  very  satisfactory  results.  We  also 
have  subdivisions  of  the  various  accounts,  and  are  able  to 
give  any  one  the  information  they  may  desire. 

Vice-President  Glover  : —  It  seems  to  me  that  is  the  system 
to  use.  We  have  over  188  accounts,  and  give  the  management 
the  information  it  wants  on  all  items.  I  think  the  principal 
objection  to  Mr.  MacRae's  system  is,  that  if  he  had  a  change 
of  operating  men,  he  might  have  to  change  his  system  entirely. 
If  he  had  one  man  there  all  the  time,  of  course  it  would  be 
all  right,  but  some  day  there  might  be  a  change. 

Mr.  C.  N.  Duffy  : —  What  I  have  said  is  purely  from  the 
standpoint  of  the  operating  management.  I  would  not,  for 
instance,  submit  a  form  such  as  has  been  presented  with  this 
paper,  with  the  thought  that  anybody  would  take  it  up  and 
consult  it  for  a  general  classification.  I  am  just  trying  to  tell 
what  the  operating  managers  would  like  to  have. 

Mr.  Ham  : —  On  behalf  of  those  who  have  prepared  this 
classification,  we  should  carefully  examine  the  paper  sub- 
mitted by  Mr.  Emery.  It  is  possible  that  the  viewpoint  of 
the  managers  might  be  changed,  or  there  might  be  some  pos- 
sible changes  in  the  classification  itself  which  would  further 
meet  the  demands  of  the  managers,  in  any  event,  we  should 
go  over  the  objections  which  have  been  made  with  a  great 
deal  of  care. 

Vice-President  Glover  ': —  As  the  hour  is  late,  we  had 
better  take  action  on  the  report  of  the  Committee  on  A 
Statistical  Unit  for  Car  Operation,  which  was  read.  The 
Committee  recommends  that  they  be  discharged ;  is  it  the  wish 
of  the  Association  to  do  so? 
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Mr.  C.  N.  Duffy  : —  I  move  that  the  report  be  received 
and  the  Committee  discharged. 

(Motion  duly  seconded  and  carried.) 

Vice-President  Glover: — The  report  of  the  Committee  on 
Best  Methods  of  Collecting  and  Accounting  for  Variable  Rates 
of  Fare,  and  the  address  of  Mr.  Gruhl  on  "  Factors  Affecting 
the  Cost  of  Passenger  Service,"  will  be  put  over  until  Friday 
morning  at  the  Accountants'  meeting,  and  all  members  of  the 
Transportation  and  Traffic  Association  are  invited  to  be  pres- 
ent at  that  time.  It  is  impossible,  I  am  sorry  to  say,  to  have 
it  this  afternoon,  on  account  of  the  lateness  of  the  hour.  I 
would  like  the  Accountants  present  to  remain  just  a  minute 
longer,  in  order  that  we  may  take  up  one  or  two  matters  that 
need  to  be  disposed  of  at  this  time. 

In  talking  the  matter  over  this  morning  with  several  ac- 
countants, it  was  suggested  that  we  hold  our  meeting  on 
Thursday,  if  possible,  but  since  taking  it  up  with  Mr.  Do- 
necker,  I  find  it  is  impossible  to  do  that,  for  the  joint  meet- 
ing with  the  Engineering  Association  on  that  day  will  take 
up  the  full  time.  It  is  unfortunate  that  we  will  not  be  able  to 
have  the  meeting  on  Thursday,  but  we  hope  that  all  who  can 
will  stay  over,  as  some  very  interesting  papers  will  come  up 
at  the  Friday  meeting. 

The  only  other  matter  to  come  up  is,  that  on  account  of  the 
absence  of  Mr.  Hicks,  it  is  necessary  to  appoint  another  mem- 
ber on  the  Committee  on  Nominations,  and  I  appoint  Mr. 
W.  H.  Forse,  Jr.,  in  place  of  Mr.  Hicks,  as  a  member  of  this 
Committee. 

The  meeting  on  Friday  will  be  in  the  same  room  in  which 
we  met  on  Tuesday,  and  the  meeting  tomorrow  is  with  the 
Engineering  Association  at  the  end  of  the  Pier.  Is  there  any 
further  business? 

Mr.  C.  N.  Duffy  : —  I  move,  Mr.  Chairman,  that  we  ad- 
journ. 

(Motion  duly  seconded  and  carried.) 


THURSDAY  SESSION 

October  i6,  19 13 

Joint  meeting,  Accountants'  and  Engineering  Associa- 
tions, Engineers'   Hall. 

The  meeting  was  called  to  order  at  10:15  a.  m.  with  Mr. 
Martin  Schreiber,  President  of  the  Engineering  Association,  in 
the  Chair,  and  Mr.  M.  W.  Glover,  First  Vice-President  of  the 
x\ccountants'  Association,  representing  that  Association. 

President  Schreiber: — The  meeting  will  now  come  to 
order.  As  you  know  this  is  a  joint  session  of  the  Accountants' 
and  Engineering  Associations,  and  the  program  begins  with  the 
report  of  the  Joint  Committee  on  Engineering  Accounting. 
Messrs.  J.  H.  Hanna  and  F.  B.  Lasher  are  not  here  and  the 
Chair  will  ask  Mr.  Adams  to  please  present  the  report. 

REPORT  OF  JOINT   COMMITTEE  ON  ENGINEERING 
ACCOUNTING 

To    the   American   Electric   Railway   Accountants'   and    the   American 
Electric  Raikvay  Engineering  Associations: 

Gentlemen. —  The  subjects  for  consideration  given  the  Committee 
by  the  Executive  Committee  of  the  Engineering  Association  are  as 
follows  : 

Subject  I  —  Interdepartmental   and   Overhead   Charges. 

Subject  2  —  Cost   Accounting. 

Subject  3  —  Is  Timekeeping  done  by  the  Engineering  or  Accounting 
Department? 

The  Secretary  was  requested  to  send  out  to  such  member  com- 
panies as  he  deemed  advisable  circulars  embodying  information  in 
connection  with  the  above  mentioned  subjects. 

INTERDEPARTMENTAL  AND   OVERHEAD   CHARGES 

Of  the  sixteen  replies  received  from  the  letters  sent  out  three  com- 
panies made  such  charges  and  they  varied  in  amounts  from  10  to  no 
per  cent. 

It  appears  that  the  companies  deemed  it  inadvisable  to  make  over- 
head  charges    for   interdepartmental  transactions,   and  in  the  opinion 
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of  the  Committee  this  is  a  matter  which  must,  in  each  case,  be  gov- 
erned by  local  conditions  and  the  Committee  does  not  feel  justified 
in  making  anj'  recommendation. 

With  regard  to  the  matter  of  covering  overhead  expenses  on  con- 
struction work  done  by  companies,  the  Committee  is  of  the  opinion 
that  this  is  a  very  important  question  and  that  some  definite  means 
or    rules    for    arriving   at    such    charges    should    be    determined.      The 


Auditor's  Office 
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matter  is,  however,  under  consideration  by  a  Special  Committee  of 
the  Accountants'  Association  and  this  Committee  feels  that  further 
consideration  of  the  subject  by  it  is  unnecessary. 

COST   ACCOUNTING- 

Under  the  shop  accounting  system  in  effect  on  some  properties, 
job  numbers  are  given  to  all  cars  shopped,  with  the  exception  of 
those  on  which  repairs  will  not  exceed  $5.  Items  of  this  character 
being  charged  to  a  so-called  running  job  number  covering  a  mainte- 
nance account,  which  is  carried  throughout  the  year. 


Job  Order  Clerk 

JOB    ORDER 

Copy 

191 

Charge  labor  and  material  to  Job  j^uniher 

1 

DATE    IX 

nATE    OUT 

Truck  Shop 

Carpenter  Shop 

Paint  Shop 

i 

Service 

Fig.  3.    Showing  Triplicate  of  Job  Order  Blank 


In  these  organizations  the  head  of  department  (chief  engineer)  will 
forward  to  the  assistant  engineer  an  authorization  in  the  form  of  a 
memorandum  prepared  in  triplicate  for  the  performance  of  a  certain 
job,    reading:      "Please    do    the    following    work;    charge    labor    and 

material   to   Job    No.   ,"    same   giving   a   description   of  the  work 

ordered.  This  memorandum  (Fig.  i)  is  retained  by  the  assistant 
engineer,  a  copy  (Fig.  2)  forwarded  to  the  foreman  under  whose 
charge  the  work  is  to  be  done,  and  the  remaining  copy  (Fig.  3)  is 
sent  to  the  job  order  clerk  in  the  auditor's  office.  Upon  the  return  of 
the  memorandum  by  the  foreman,  together  with  a  detailed  description 
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of  the  work  done  (which  is  retained  as  a  department  record),  the  as- 
sistant engineer's  copy  is  forwarded  to  the  auditor's  office  accompanied 
by  a  certificate  of  completion  for  fiHng  purposes.  The  job  is  then  con- 
sidered closed  and  no  further  charges  are  made  against  this  job 
number. 

A  car  turned  in  to  a  shop  for  repairs  to  cost  in  excess  of  $5  is 
represented  by  what  is  known  as  a  special  job  number,  and  in  the 
event  of  a  general  overhaul,  the  letters  A,  B,  C,  D  and  E  are  affixed 
to  such  number,  these  letters  denoting  in  the  order  named,  repairs  to 
body,  trucks,  air  equipment,  electrical  equipment  and  paint.  The  job 
number  and  account  charged  is  shown  on  the  requisition  (Fig.  4) 
under  which  the  material  is  drawn  from  the  storeroom.  After  noting 
thereon  the  number  of  the  bin  from  which  the  required  material  has 
been  drawn,  the  requisition  is  passed  to  the  job  order  clerk  by  whom 
the  job  number  and  account  charged  is  verified,  and  who  in  turn  for- 


ORDER  MATERIAL  FOR  EACH  ACCOUNT  ON  SEPARAT 
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1 

Fig.  4.     Showing  Requisition  Order  Used  in  Job  Orders 


wards  the  same  to  the  storeroom  clerk,  the  latter  entering  thereon 
price  and  extension,  making  the  proper  credit  upon  the  stock  sheet 
(Fig.  s).  He  then  assembles  all  requisitions  received  that  day  and  a 
total  by  accounts  is  posted  to  his  distribution  sheet  (Fig.  6).  Requi- 
sitions are  then  forwarded  to  the  auditor's  office  where  the  clerk  in 
charge  of  these  records  verifies  the  total  as  noted  by  the  storeroom 
record  clerk,  sorts  the  requisitions  according  to  job  numbers  and 
posts  them  daily  in  his  record  (Fig.  7)  under  the  various  job  head- 
ings. Because  of  the  large  and  varied  number  of  items  a  separate 
sheet  (Fig.  8)  is  used  for  the  purpose  of  recording  material  in  con- 
nection with  the  repairs  to  bodies  as  well  as  the  electric  equipment 
of  cars,  by  means  of  which  operating  officials  are  enabled  to  see  at  a 
glance  excessive  charges,  if  any,  and  at  the  same  time  are  furnished 
with  a  valuable  record  for  purposes  of  comparison  with  other 
properties. 
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x'Vside  from  the  name  and  date,  employes  are  simply  required  to 
show  upon  their  daily  time  slip  (Fig.  9)  the  job  number  or  numbers 
and  amount  of  time  engaged  upon  each  job,  same  being  verified  by 
the  job  order  clerk  and  the  number  of  the  account  to  be  charged 
posted  by  him. 

A  monthly  report  (Fig.  10)  is  prepared  and  copies  forwarded  to 
those  interested.     This  report  shows  the  cost  of  labor  performed  and 
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Fig.  5.     Showing  Stock   Sheet 

material  used  on  the  various  shop  job  orders  during  the  month  and 
accumulative  period,  together  with  a  detail  of  expenditures  by  ac- 
counts as  per  classification. 


Track  Department 
All  track  with  the  exception  of  pieces  of  special  work  and  railroad 
crossings  is  divided  into  as  many  sections  as  found  necessary  by  the 
engineers,  aod  to  each  such  section  a  number  is  given.  Each  piece 
of  special  work  and  crossing  with  steam  and  street  railroads  is  fur- 
nished with  a  separate  job  number  regardless  of  the  section  in  which 
the  special  work  or  crossing  is  located. 
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Upon  advice  from  the  department  doing  the  work,  it  is  the  duty 
of  the  job  order  clerk  to  give  the  job  a  number,  enter  same  with  a 
brief  description,  and  account  or  accounts  to  be  charged,  notify  the 
heads  of  those  departments  who  may  be  called  upon  to  share  in  this 
work  and  who  will  also  refer  to  this  same  job  number  on  requisitions 
for  material   and   slips  covering"  labor  performed. 

Each  track  foreman  prepares  a  sheet  (Fig.  11)  covering  the  work 
of  the  men  in  his  gang.  These  sheets  are  sent  to  the  timekeeper 
daily  who  posts  the  time   and   forwards   same  to   the  engineer's  office 
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Fig.  6.     Showing  Distribution  Sheet  for  Posting  Requisitions 


for  approval,  from  which  they  are  sent  to  the  job  order  clerk  at  the 
shop,  by  whom  the  postings  are  verified  and  forwarded  to  the  aud- 
itor's office  and  recorded   (Fig.   12). 

The  same  system  is  used  with  regard  to  overhead  work. 

A  monthly  report  (Fig.  10)  covering  maintenance  of  track,  over- 
head structures,  as  well  as  additions  and  betterments  to  same  (for 
the  month  and  accumulative  period),  is  likewise  prepared  and  copies 
furnished  to  the  oi^icials  under  whose  jurisdiction  the  work  was  done, 
and  who  are  familiar  with  the  jobs  represented  by  the  numbers  shown 
therein,  and  by  which  they  are  enabled  to  keep  in  close  touch  with 
the  situation. 

In  connection  with  a  detail  system  of  cost  accounting  on  electric 
railway   property    the    following   elements    are    essential : 

A  detail  system  of  cost  accounting  must  necessarily  vary  in  detail 
to  suit  the  conditions  of  the  property  to  which   it   is  applied.     There 
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are,  however,  certain  underlying  principles  wliich  must  be  recognized 
in  the  establishment.  The  use  of  any  such  system  of  accounting 
must  be  common  to  all  properties  and  to  be  of  direct  practical  benefit 
the  system  must  possess  flexibility,  accuracy  and  utility. 

Flexibility  can  only  be  secured  by  the  closest  co-operation  between 
the  accounting  and  engineering  departments  and  to  accomplish  this 
end  it  is  necessary  that  the  classification  of  the  work  by  jobs  must 
be  such  as  to  serve  the  necessities  and  convenience  of  the  engineering 
department  without  placing  any  unnecessary  burden  upon  the  account- 
ing department.     The  reports  should  be  in  such   form  as  to  show  the 


Daily  Time  Ticket 
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TOTAL. 
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PORCMAN. 
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to  Foreman  for  hU  O.  K.  Immediately  at  CLOSE  of  DAYS  WORK. 

No  time  will  be  put  on  pay  roll  unless  sRown  on  these  tickets.  In  case  of 
doubt  as  to  division  of  time  ask  the  Foreman. 

Fig.  9.     Showing  Form  of  D.\ily  Time-Ticket  Usi.d. 


essential  information  at  a  glance  and  all  unnecessary  or  immaterial 
detail  should  be  excluded  while  the  book  records  showing  full  detail 
should   be   available   to   the  engineering  department   at  all   times. 

Original  records  consisting  of  time-cards  cover'ng  the  labor  and 
requisitions  on  the  storekeeper  for  material  should  show  sufficient 
detail  to  serve  as  the  basis  for  any  one  of  several  different  classifica- 
tions. For  example,  the  time-card  should  show  enough  detail  to  per- 
mit a  distribution  by  accounts  as  well  as  job  numbers  at  the  same 
time  serving  as  the  basis  for  the  paj'roll. 
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It  is  better  for  the  sake  of  uniformity  to  put  all  material  pur- 
chased through  a  material  and  supplies  account  so  that  all  distribution 
will  be  handled  in  the  same  way. 

Under  the  job  order  system  a  number  is  assigned  to  each  particular 
job  whether  it  be  special  or  general  in  character.  A  group  of  num- 
bers may  be  assigned  to  those  operations  which  are  repeated  at  fre- 
quent intervals  and  maintained  throughout  the  year  as  running  job 
orders.     All  special  jobs  such  as  the  overhaul  of  some  particular  car 
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Fig.    10.      Showing    Form    of    Monthly    Report   Forwarded    to    In- 
terested Parties 
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Fig.  II.     Showing  Form  of  Record  Kept  ev  Track  Foremen. 

or  the  replacement  of  some  particular  piece  of  special  work  can  be 
covered  by  a  job  number  which  will  be  closed  when  the  work  is 
completed. 

To  insure  accuracy  of  the  accounts  all  original  records  should  bear 
the  approval  of  the  responsible  person  directly  in  charge  of  the 
work,  countersigned  when  possible  by  the  head  of  the  department 
under  whose  direction  the  work  is   being  done. 

Original  forms  should  be  of  so  simple  a  nature  as  to  permit  so 
far  as  possible  the  making  of  the  original  record  by  the  man  who 
actually  did  the  work  or  the  subforeman  directly  in  charge. 

The  system  should  be  so  designed  that  reports  may  be  had  by  the 
engineering   department   at   intervals    frequent   enough   to   meet   their 
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requirements  and  render,  if  possible,  the  cost  comparison  between 
estimates  and  actual  performance.  It  is  frequently  advisable  on  jobs 
where  this  feature  is  particularly'  important  to  render  statements 
monthly  or  weekly  for  brief  periods  of  time  until  the  general  trend 
of  costs  has  been  thoroughly  analyzed.  The  value  of  such  a  system 
of  cost  accounting  is  inestimable  when  considered  as  a  basis  for 
estimates  of  proposed  work  and  may  profitabl}'  be  reduced  to  unit 
costs  for  this  purpose. 

To  again  call  attention  to  the  matter  of  co-operation  on  the  part 
of  both  the  accounting  and  engineering  departments,  which  must  be 
full  and  complete  on  both  sides  in  order  to  obtain  the  fullest  measure 
of  success  and  benefit  of  such  a  system  of  detail  accounting,  the  engi- 
neering department  should  advise  the  accounting  department  as  soon  as 
a  particular  form  of  report  or  summiary  of  detail  has  served  the  pur- 
pose for  which  it  was  intended  and  authorize  its  discontinuance  at 
once. 

IS    TIMEKEEPING    DONE    BY    THE    ENGINEERING    OR    ACCOUNTING 
DEPARTMENT  ? 

From  the  replies  received  in  regard  to  this  question,  it  is  evident 
that  there  is  a  wide  diversity  of  practice.  In  the  majority  of.  cases 
the  timekeeping  is  done  by  the  department  doing  the  work.  There 
are  objections  to  this  practice  due  to  the  fact  that  a  complete  audit 
by  the  accounting  department  should  cover  all  work  in  connection 
with  the  preparation  of  pay-rolls.  It  seems  to  the  Committee,  how- 
ever, that  this  would  naturally  be  controlled  by  expediency  and  local 
conditions. 

Conclusion 
The  Committee  desires  to  refer  to  its  report  of  1912  regarding  the 
subdivision  of  the  Maintenance  of  Equipment  Accounts,  and  urges  upon 
the  Committee  on  Standard  Classification  of  Accounts  to  give  its 
favorable  action  on  the  recommendation  as  outlined  therein,  at  the 
earliest  possible  moment. 

Respectfully   submitted, 

F.  B.  Lasher,  Co-Chairman, 
J.  H.  Hanna,  Co-Chairman, 
J.  A.  McGowAN, 
J.  M.  Joel, 
J.  C.  Collins, 
M.  W.  Glover, 
H.  H.  Adams, 
E.  O.  Ackerman, 
John  Sibbald, 
Geo.  Weston, 
Joint  Committee  on  Engineering  Accounting. 
12 
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APPENDIX  A 

MEMORANDUM    FURNISHED    BY    PORTLAND    RAILWAY    LIGHT    &    POWER 
CO.,  PORTLAND,  OREGON 

Organization  of  a  Cost  Department 
The  organization  necessary  to  fully  accomplish  the  work  of  cost 
keeping  and  efficiency  records  must  depend  largely  on  the  size  of  the 
company  concerned.  A  company  doing  only  about  $2,500,000  worth  of 
construction  work  a  year  and  with  an  operating  expense  of  $700,000 
per  year,  could  very  well  handle  all  of  this  work  with  the  following 
force: 

One  cost  engineer, 

One  chief    clerk, 

One  general  timekeeper, 

Two  cost  clerks. 

One  inventory   clerk,  J>  $950  per  month. 

Two  estimate  clerks, 

One  follow-up    clerk, 

One   special   investigation   clerk, 

One  office   bo3^ 

The  cost  engineer  is  in  general  charge  of  the  work  of  cost  and  cost 
analysis,  making  up  of  progress  reports  on  estimates,  reports  on  op- 
erating accounts,  tax  and  railroad  commission  annual  reports,  cost 
of  inventory  of  plants  and  property,  making  up  forms  for  estimates 
to  cover  each  class  and  character  of  work  to  be  performed,  and  such 
other  duties  along  this  line  as  may  be  assigned  him  from  tijne  to 
time  by  the  head  of  the  organization  —  such  as  special  investigations 
requiring  cost  studies,  reorganization,  either  operative  or  construction. 

The  chief  clerk's  function  is  to  make  up  the  narrative  report  on 
operation,  comments  on  the  operating  report  for  the  month,  schedules, 
cost  investigation  work,  such  as  analyzing  expense  items  and  classify- 
ing them,  calling  their  attention  to  superintendents,  foremen  and  others, 
of  discrepancies  in  the  distribution  of  expense,  going  over  the  Auditing 
department's  construction  and  operating  ledgers  in  order  to  locate 
any  errors  in  distribution  to  the  Plant  and  Property  Accounts,  or 
to  the  Maintenance  Accounts. 

The  general  timekeeper  keeps  all  time  for  the  light  and  power 
department,  and  prepares  each  month  a  complete  pay-roll  and  dis- 
tribution. Each  day  he  furnishes  the  cost  clerks  of  the  cost  and 
planning  department,  a  complete  labor  distribution  of  jobs  so  segre- 
gated as  to  take  care  of  proper  unit  costs.  He  furnishes  a  monthly 
garage  report,  showing  auto  charges  against  jobs,  cost  of  maintaining 
automobiles,  etc.,  and  supplies  the  follow-up  clerk  with  a  daily  report 
on  all  accounts  and  estimates. 
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The  two  cost  clerks  take  care  of  job  costs- — one  for  the  depart- 
ment of  wires  and  conduits,  the  other  for  the  machine  and  repair 
shops.  All  jobs  are  given  a  number,  whether  for  outside  construction 
or  in  the  shop,  and  it  is  the  cost  clerk's  duty  to  distribute  labor  and 
material  against  these  and  furnish  a  complete  statement  after  a  job  is 
finished. 

The  inventory  clerk's  duties  consist  of  keeping  a  card  inventory 
for  each  plant  or  separate  part  of  the  system  showing  — 

(a)  A  classified  list  of  all  apparatus  on  hand  or  installed  and  its 
value. 

(b)  Detailed  information  regarding  sizes,  capacities  of  all  apparatus. 

(c)  A  record  of  the  job  estimate,  purchase  order,  etc.,  applying  on 
each  piece  of  apparatus. 

(d)  An  index  price  bill,  or  bill,  showing  quantities  of  all  materials 
used  in  the  construction  of  each  and  every  building  with  a  correct 
description  of  the  materials  and  their  cost. 

(e)  Labor  costs  on  each  item  of  (d)  as  near  as  can  be  economically 
and  practically  separated. 

The  above  must  be  kept  up  to  date  at  all  times  for  the  purpose  for 
obtaining  insurance,  taxation  and  property  valuations. 

The  estimate  clerks  take  the  engineers,  draughtsmen  and  construc- 
tion foreman's  quantity  estimate  sheet  and  fill  in  estimate  costs  and 
prepare  for  approval  the  final  estimate  sheets. 

The  duties  of  the  special  investigation  clerks,  attached  to  the  cost 
keeping  and  planning  department,  are  in  the  nature  of  the  work  of 
organization,  or  studying  out  of  efficiency  methods  in  connection  with 
doing  work.  They  are  assigned  tasks  in  the  cost  keeping  work  of 
investigating  conditions,  reporting  on  same,  laying  out  a  definite 
workable  program  to  be  followed  by  a  department  or  subdepartment 
head.  Oftentimes  it  is  necessary  for  the  special  investigation  clerks 
to  stay  with  the  proposed  system  until  it  is  running  smoothly.  They 
also  take  care  of  whatever  other  special  work  they  are  assigned  to 
from  time  to  time. 

The  follow-up  clerk's  duties  are  obvious  from  his  title.  He  keeps 
on  file  all  estimates  and  all  data  pertaining  to  them.  He  obtains 
daily  labor  costs  on  all  accounts  and  estimates  for  the  preceding 
twenty-four  hours  and  enters  same,  accounts  and  estimates  —  havmg 
available  at  all  times  the  total  expenditure  of  any  account,  work 
order,  job  or  estimate  from  the  beginning  of  the  month  or  for  any 
period.  Priced  copies  of  all  bills  and  material  requisitions  come  to 
him  and  are  filed  for  record  with  the  estimate ;  he  confers  with,  and 
assists  the  chief  clerk  regarding  the  checking  of  auditing  department's 
ledgers.  In  addition  he  keeps  the  duplicate  copies  of  all  material 
requisitions.  The  purchasing  department  forwards  to  him  a  copy  of 
all  purchase  orders  applying  on  estimates  with  advanced  prices  on 
same.     It  has  been  found  in  actual  practice  that  these  prices   do  not 


i8o  AccoTtnfaiits'  Association 

vary  over  2  or  3  per  cent.  Daily  reports  from  all  foremen  in  the  field 
should  be  insisted  upon,  followed  by  a  monthly  progress  report  show- 
ing the  work  done  on  the  various  jobs  and  parts  of  the  job  for  the 
month  and  the  total  costs  since  the  beginning  of  the  work.  This  can 
be  very  readily  handled  by  means  of  charts  made  out  to  show  unit 
costs  and  progress   of  the  work. 

It  is,  of  course,  understood  that  cost  keeping  and  scientific  man- 
agement, so  called,  can  prove  so  burdensome  that  in  many  cases  the 
system  costs  more  than  the  actual  saving  effected.  The  reason  why 
so  much  has  been  said  against  scientific  management  is  that  a  great 
many  so-called  "  efficiency  experts  "'  have  cropped  up  all  over  the 
country  and  attempted  to  install  a  set  of  forms  instead  of  "  getting-in  " 
and  actually  working  out  operating  systems  for  the  particular  case 
in  hand. 

One  of  the  first  principles  of  scientific  management  is  that  of 
planning  and  dispatching.  In  this  connection  the  working  out  in  ad- 
vance of  monthly  requirements  in  the  way  of  supplies  and  checking 
the  same  against  records  of  previous  use  has  been  adopted  by  this 
company.  From  these  monthly  estimates  the  purchasing  agent 
is  informed  in  advance  of  the  requirements  of  all  of  the  departments 
and  can  by  lumping  his  staples  secure  the  benefit  of  quantity  prices 
and  discounts.  The  general  storekeeper  is  given  an  opportunity  to 
check  and  replenish  his  stock  if  he  has  not  on  hand  a  sufficient  amount 
of  the  items  estimated,  or  he  does  not  need  to  order  some  item  that 
is  running  low  on  the  shelves  as  the  estimate  shows  no  immediate 
need  for  same. 

In  the  department  of  wires  and  conduits  a  job  system  of  unit  costs 
has  been  adopted.  Before  any  work  is  started  an  estimate  covering 
the  cost  of  such  work  is  prepared,  and  if  approved,  the  line  foreman 
is  notified  —  at  the  same  time  the  cost  clerk  of  the  department  of 
wires  and  conduits  opens  up  a  sheet  in  the  line  construction  ledger 
that  takes  care  of  all  items  and  labor  costs  of  installation  or  removal. 
A  daily  segregated  labor  cost  is  obtained  from  the  gang  foreman's 
daily  report,  making  it  possible  to  analyze  and  distribute  the  expense  on 
all  jobs.  This  work  is  done  by  the  cost  clerks.  The  timekeeper  has 
a  check  on  them — makes  all  labor  charges  on  jobs  directly  to  a  con- 
trolling account,  covering  the  department  of  wires  and  conduits. 
This  controlling  account  being  on  the  books  in  the  auditing  depart- 
ment. The  total  charges  against  this  controlling  account  must  balance 
with  the  distribution  of  the  jobs  as  turned  in  by  the  cost  clerk.  All 
items  of  labor,  material  requisitions,  either  storeroom  or  purchase 
orders,  credit  memorandums  for  unused  material  and  cartage  costs 
are  sent  to  the  cost  keeping  department  and  shown  against  each  job 
separately.  The  same  job  system  applies  in  the  meter  department; 
the  trouble  department;  the  department  of  arc  lamps  and  the  electri- 
cal construction  department. 
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By  this  system  it  has  been  possible  to  gather  a  great  deal  of  valuable 
cost  data  on  unit  costs  which  has  disclosed  some  very  startling  things 
in  the  way  of  efficiency  possibilities. 

It  has  been  said  that  "  reliable  records  are  the  best  means  of  locating 
faults  —  without  them  rule  of  thumb  methods  must  apply." 

Railway    Shop   Interdepartmental   and   Cost   Accounting  Charg-es 

The  general  accounting  for  the  mechanical  department  which  has 
supervision  over  maintenance  of  equipment  is  done  by  the  accounting 
department ;  charges  being  made  to  the  general  maintenance  accounts 
on  distribution  furnished  by  the  master  mechanic's  office.  Detail 
costs  are  kept  in  the  master  mechanic's  office  through  the  medium  of 
shop  orders  and  work  orders.  Overhead  expense,  such  as  superin- 
tendence, clerical  expense,  cost  keeping,  engineering,  etc.,  are  taken 
care  of  by  a  charge  of  4  per  cent  added  to  all  material  requisitioned 
and  from  10  t*-*  15  per  cent  added  to  all  shop  labor. 

cost  accounting 

In  the  mechanical  department  the  cost  accounting  system  includes  de- 
tail costs  on  maintenance  (including  overhauling,  painting,  inspection, 
etc.),  extraordinary  repairs,  construction  and  manufacturing  material 
for  supplies. 

Unit  costs  are  kept  on  (i)  maintenance  works,  including  (a) 
overhauling,  (b)  inspection,  (c)  cars  washed,  (d)  wheels  ground, 
(e)  armatures  changed,  (f)  wheels  changed;  (2)  extraordinary 
maintenance  work,  including  (a)  painting  cars,  (,b)  repairs  to  cars 
damaged' in  collisions,  (c)  rebuilding  cars;  (3)  material  manufactured 
for  stock. 

This  is  done  by  means  of  shop  orders,  which  have  significance  only 
to  the  cost  clerks  in  the  master  mechanic's  office  and  are  not  taken 
into  account  by  the  accounting  department.  Each  job  is  covered  with 
a  shop  order  issued  by  the  cost  clerk  to  each  foreman  working  on  the 
job.  This  is  made  in  duplicate,  the  duplicate  being  retained  by  the  cosi 
clerk  in  the  follow-up  file.  All  labor  and  material  used  on  that  job 
are  charged  to  the  shop  order  number  on  time  cards  and  requisitions. 
In  addition,  the  maintenance  account  or  work  order  number  is  also 
shown.  A  daily  report  is  made  up  and  sent  to  the  cost  clerk  showing 
total  charges  against  all  shop  orders.  A  daily  report  is  also  submitted 
to  the  Accounting  Department  showing  total  charges  against  all 
maintenance  accounts  and  work  orders.  The  daily  report  on  shop 
orders  is  entered  by  the  cost  clerk  on  the  shop  order  sheets. 
When   the  work  is  completed  the   shop   orders   are  turned   in   to  the 
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cost  clerk  by  the  foremen.     The  cost  clerk  then  closes  and  totals  the 
shop  orders  and  transfers  the   data  to  the  permanent  record. 

The  clerical  force  engaged  in  keeping  these  cost  records  consists 
of  the  following  rnder  the  supervision  of  the  Chief  Clerk  of  the 
Mechanical  Department : 

One  cost   clerk 

One -order  and   follow-up  clerk, 

One  timekeeper, 

costing  approximately  $250  per  month.     This  with  a  pay-roll  of  about 
350  men  and  a  monthly  expenditure  averaging  approximately  $30,000. 
All  time-keeping  is  done  by  the  Accounting  Department. 

Efficiency  Engineering  or  Scientific  Management 

While  we  have  not  gone  into  Scientific  Management  to  the  extent 
recommended  by  Mr.  Taylor,  what  we  have  done  in  this  line  has 
given  very  good  results. 

For  the  men  to  take  interest  in  turning  out  as  much  work  as 
possible  we  keep  a  record  of  what  each  man  can  turn  out,  also  the 
quality  of  the  work,  and  the  men  are  paid  accordingly.  If  a  man 
asks  for  a  raise  and  he  is  not  turning  out  as  much  work  as  the  man 
on  the  next  highest  rate  he  is  told  that  he  is  not  producing  enough 
work  for  that  rate  and  is  not  raised  until  he  is  capable  of  earning 
the  next  rate.  If  a  man  goes  backward  and  does  not  turn  out  the 
work  he  should  for  the  rate  he  is  paid  he  is  spoken  to  and  given 
a  chance  to  hold  the  rate.  This  is  followed  up  by  what  we  call  a 
shop  order.  For  every  different  article  manufactured  a  shop  order 
is  issued  to  each  foreman  that  has  work  on  the  manufacturing  of  that 
particular  piece.  The  first  time  this  is  manufactured  each  foreman 
pays  particular  attention  to  the  time  taken  to  do  a  piece,  giving  it  to 
one  of  the  higher  rated  men  and  watches  closely  to  see  that  the  work 
is  turned  out  as  quickly  as  possible.  The  number  of  pieces  a  man 
turns  out  in  a  day  is  taken  from  this  and  a  record  kept.  The  next 
time  it  is  made  it  is  changed  to  another  man  who  is  watched  closely 
and  from  this  a  record  is  kept.  Men  that  are  able  to  break  these 
records  are  advanced  accordingly. 

These  shop  orders  are  kept  in  a  loose  leaf  book,  there  being  a  page 
for  each  article,  which  gives  the  purchasing  price,  lot  number,  amount 
made,  time,  date,  labor  cost,  material  cost  and  total.  As  one  cost  is 
entered  under  another  it  is  easy  to  see  how  they  compare.  The 
first  time  it  is  compared  with  the  purchasing  cost  and  by  adding  the 
fixed  charges  we  can  see  if  it  pays  to  manufacture.  If  not  we  in- 
vestigate and  find  out  why  and  in  many  cases  we  find  that  by  changing 
the  method  of  manufacturing,  either  by  making  jigs  or  obtaining  new 
machinery,  it  would  pay  us  to  manufacture  it.  This  we  would  do  if 
the  amount  we  use  warrants  it.     If  not,  we  purchase  it  outside. 
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In  the  manufacturing  line  the  following  are  a  few  of  the  savings : 

Motor  axle  brasses  were  costing: 

Material   $5.65 

Labor   0. 48 

$6.13  (per  pair) 

We  found  that  by  taking  1/16  in.  off  of  the  pattern  we  could  save 
one  cut  off  as  well  as  the  material.  After  making  this  change  it  cost 
as  follows  : 

Material    $4-93 

Labor    0.40 

$5-33  (per  pair) 

Brake  shoe  keys  were  costing  .087^^  each  for  labor.  Upon  investi- 
gating the  high  cost  of  labor  we  found  that  the  key  was  5/8  in.  by 
11/16  in.  at  the  head.  As  this  size  material  could  not  be  purchased 
in  reasonable  time  they  were  making  them  out  of  3/4  in.  square  stock. 
This  was  a  very  long  key  and  by  trying  it  in  the  head  it  was  found 
that  11/16  in.  part  was  only  on  the  top  and  that  5/8  in.  would  be  large 
enough  by  using  5/8  in.  square  stock.  The  cost  of  labor  was  reduced 
to  .019^. 

Brushholder  yokes  were  costing  45^'  for  labor.  By  making  a  differ- 
ent style  jig  this  cost  was  reduced  to  291^. 

Steel  brake  shoe  heads  were  reduced  the  same  way  from  .064^  for 
labor  to  .03^  apiece.  As  we  make  these  in  large  quantities  the  cost 
of  the  jigs  was  more  than  saved  in  the  first  lot  made. 

Having  a  number  of  brake  levers  and  hangers  to  drill  all  the  time 
with  from  two  or  four  holes  in  each  piece  we  decided  that  it  would 
pay  to  buy  a  four-spindle  drill  press.  This  made  the  following 
reduction  : 

Labor. 
Cost  befo  £ .  After. 

C.   &   S.   levers .675^     "  •'6^'^ 

Brill   levers    275^         .  I97</ 

Fulcrums  .  57<^  .  462^ 

This  not  only  reduced  the  cost  but  by  drilling  the  holes  all  at  one 
time  made  them  all  parallel. 

We  are  making  a  special  shoulder  bolt  by  forging  a  square  head  and 
then  turning.  By  turning  them  out  of  square  steel  on  the  turret  lathe 
we  were  able  to  reduce  the  cost  from  .111^  to  .07i5<^. 

In  overhauling  cars  the  same  system  is  used,  having  a  record  kept 
of  each  department,  i.  e.,  pit,  wire,  air,  carpenter  and  paint,  on  labor 
and  material  and  each  series  of  cars  is  checked  off  together. 

At  the  car  houses  a  record  is  kept  of  inspections,  changing  of  ar- 
matures and  wheels  and  wheel  grinding.     This  way  we  keep  in  close 
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touch  with  what  each  man  is  doing  by  the  cost  and  if  an  increase  is 
asked  for  we  can  tell  if  the  man  is  worthy.  A  wheel  grinder  at  one 
of  the  car  houses  asked  for  an  increase  but  by  looking  up  his  record 
found  that  it  cost  from  24^  to  30^  to  grind  a  wheel.  His  attention 
was  called  to  it,  he  did  better,  got  the  increase  and  for  the  last  six 
months  the  cost  has  been  from   18^  to  20<?  with  the  increased  rate. 

These  are  only  a  few  of  the  instances  but  this  gives  a  fair  idea  of 
how  we  are  able  by  closely  following  up  the  work  to  be  able  to  reduce 
the  price  on  nearly  every  part. 

President  Schreiber: — Gentlemen,  before  we  open  the 
general  discussion  of  this  paper,  we  will  hear  from  a  well- 
known  Engineer  who  has  been  good  enough  to  come  here  to 
talk  to  us  on  this  subject.  I  am  glad  to  introduce  Mr.  J.  Vi- 
pond  Davies,  Chief  Engineer  of  the  Hudson  &  Manhattan  Rail- 
road Company,  of  New  York. 

Mr.  Davies  : —  Mr.  Chairman  and  gentlemen,  an  innocent 
letter  which  I  received  some  few  weeks  ago  from  Mr.  Schreiber 
gave  me  no  idea  whatsoever  that  I  was  to  be  featured  here 
for  an  address.  My  understanding  was  simply  that  I  was  to 
come  down  and  join  with  3^ou  in  a  short  discussion  of  the 
report  of  the  Committee  as  presented ;  and  certainly  it  was 
farthest  away  from  my  thoughts  that  I  was  expected  to  make 
any  kind  of.  an  address. 

What  I  have  in  mind  to  present  to  you  are  really  a  few 
thoughts  on  the  subject  arising  from  the  reading  of  the  report 
by  your  Committee. 

ENGINEERING  ACCOUNTING 

By  J.  ViPOND  Davies, 
Chief  Engineer,  Hudson  &  Manhattan  R.  R.  Co.,  New  York,  N.  Y. 

In  the  report  by  your  Joint  Committee  on  Engineering  Accounting, 
resulting  from  returns  made  by  member  companies,  is  a  general  state- 
ment of  the  prevailing  practice  which,  it  appears  to  me,  to  be  very 
difficult  to  criticise,  and  since  the  Joint  Committee  does  not  feel 
justified  in  making  recommendations,  it  would  certainly  be  impertinent 
on  my  part  to  attempt  to  do  so. 

The  few  remarks  I  may  have  to  make  in  relation  to  the  subject  must 
be  considered  to  be  confined  to  construction  work  and  not  applicable 
to  shop  work.     All  the  conditions  of  accounting  and  time-keeping  are 


Davies:     Engineering  Accounting  185 

so  different  that  they  should,  to  my  mind,  be  considered  as  entirely 
separate  questions. 

The  report  itself  makes  that  clear.  The  forms  presented  in  the 
report  as  published  and  which  I  did  not  have  in  the  proof  which  was 
sent  to  me,  makes  very  clear  the  completeness  of  the  way  in  which 
such  shop  reports  are  made,  so  as  to  enable  cost  accounting  to  be 
kept  in  very  much  better  shape  than  is  possible  on  construction  work. 

Work  within  shops  on  car  repairs,  or  any  other  engineering  main- 
tenance of  way  and  structures,  is  of  such  a  concrete  nature  that  rules 
and  arrangements  for  accounting,  in  respect  thereto,  embody  a  much 
easier  and  simpler  proposition  than  is  involved  where  construction 
work  is  in  progress  and  where  such  work  is  being  carried  on  in 
scattered  locations  with  odd  lots  of  men  who  are,  to  a  large  extent, 
divorced  from  overhead  observation  while  their  work  is  in  progress. 
The  forms  attached  to  the  report  indicate  very  clearly  how  such  shop 
and  routine  accounting  may  be  kept. 

With  respect  to  the  question  of  inter-departmental  and  overhead 
charges,  the  conditions  are  totally  different,  and  should,  it  seems  to 
me,  be  considered  differently  if  such  work  of  construction  is  being- 
done  within  the  organization  itself  or  without  the  organization,  and 
the  two  items  appear  to  me  to  be  distinctly  separable.  Inter-depart- 
mental charges  for  work  executed  and  disbursements  distributed  from 
one  department  to  another,  should  be  considered  as  separate  from 
the  question  of  overhead,  and,  in  my  experience,  any  inter-departmental 
charges  so  made  should  be  rendered  as  bills  which  must  be  passed 
upon  by  the  debtor  department  just  as  though  they  were  bills  of  any 
outside  concern.  I  believe  this  to  be  the  usual  practice  but  I  have  in 
my  personal  experience  had  illustrations  where  such  inter-departmental 
charges  were  made  by  the  creditor  department  and  entered  as  a  cost 
of  the  work  without  any  notice  to  the  debtor  department  and  there 
were  no  means  whereby  the  debtor  department  might  know  what  was 
being  billed  against  them.  Such  departmental  bills  should  be  open 
to  just  as  much  criticism  and  adjustment  as  bills  of  outside  parties. 

The  question  of  overhead,  where  no  additional  officers  or  expend- 
itures are  needed  for  carrying  on  the  inter-departmental  work,  does 
not  appear  to  me  to  be  a  reasonable  or  sensible  proposition.  If  any 
additional  expense,  over  and  above  the  normal  operating  overhead, 
is  necessary  to  carry  out  any  construction  or  extensive  maintenance, 
then  such  extra  overhead  expense  incurred  should  legitimately  be  made 
as  a  charge  against  such  work.  On  the  other  hand,  where  work  is 
done  by  a  railroad  organization  for  outside  parties  and  charges  for 
such  work  are  made  against  outsiders,  then  unquestionably  an  adequate 
overhead  should  be  distributed  to  and  charged  against  such  outside 
parties.  As  an  illustration  of  this,  I  would  instance  such  cases  as 
those  of  street  railroads  having  to  reconstruct  or  carry  out  extensive 
repairs  in  consequence   of  the  construction   of   subways  or  other   sub- 
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surface  improvements  within  the  limits  of  cities.  In  such  cases  I 
think  it  is  perfectly  reasonable  and  proper  to  distribute  an  overhead 
expense  to  represent  the  cost  of  general  administration  and  the  general 
accounting  which  cannot  be  charged  in  as  items  of  cost  detail  accounted 
for.  In  my  experience  I  have  been  charged  amounts  by  different 
companies  for  this  item  ranging  from  7.5  to  20  per  cent  on  the  cost  of 
labor  and  materials  employed  and  used  in  the  work,  and  this  notwith- 
standing the  fact  that  the  unit  prices  of  such  labor  and  materials  have 
in  themselves  indicated  an  inflation  more  than  sufficient  to  cover  any 
reasonable  and  proper  overhead  expense.  Of  course,  it  has  occurred 
to  me  that  20  per  cent  was  unduly  high,  and  that  probably  an  amount 
between  7.5  and  20  per  cent,  or  say  about  12.5  per  cent,  would  be  a 
fair,  reasonable  and  legitimate  charge  for  overhead  and  administration. 
This  feature  has  been  recognized  by  the  city  of  New  York  and  in 
certain  franchises  granted  by  the  city  for  the  construction  of  subways, 
the  city  has  inserted  in  the  text  of  such  franchises  a  limitation  of 
7.5  per  cent. 

In  respect  to  accounting,  1  think  it  is  worth  knowing  the  text  of 
the  Interstate  Commerce  Act  applicable  to  railroads  doing  interstate 
commerce  business  and  reporting  to  the  Interstate  Commerce  Com- 
mission and  I  quote  this  in  full  for  the  benefit  of  those  who  may  not 
be  familiar  with  it.  I  quote  this  for  one  other  reason,  that  it  appears 
to  me,  as  I  shall  probably  refer  to  the  matter  again,  the  trend  of 
governmental  control  is  being  extended,  and  that  what  to-day  appears 
in  the  Interstate  Commerce  Act  relating  to  carriers  doing  an  inter- 
state lousiness,  may  in  the  very  near  future  be  extended  by  local  legis- 
lation within  the  individual  States  to  become  applicable  to  street  rail- 
roads or  such  other  carriers  within  the  limits  of  a  single  State  to 
which  the  Interstate  Commerce  Laws  do  not  apply,  but  in  which  local 
legislation  may  be  put  through  which  will  in  similar  manner  govern 
the   proceedings   of   the   railroads   intra-state. 

INTERST.A.TE    COMMERCE    ACT     (1887-I9IO) 

The  Commission  may,  in  its  discretion,  prescribe  the  forms  of  any 
and  all  accounts,  records  and  memoranda  to  be  kept  by  carriers  subject 
to  the  provisions  of  this  Act,  including  the  accounts,  records  and 
memoranda  of  the  movement  of  traffic  as  well  as  the  receipts  and 
expenditures  of  monies.  The  Commission  shall  at  all  times  have 
access  to  all  accounts,  records  and  memoranda  kept  by  carriers  subject 
to  this  Act,  and  it  shall  be  unlawful  for  such  carriers  to  keep  any 
other  accounts,  records  or  memoranda  than  those  prescribed  or  ap- 
proved by  the  Commission,  and  it  may  employ  special  agents  or  ex- 
aminers, who  shall  have  authority  under  the  order  of  the  Commission 
to  inspect  and  examine  any  and  all  accounts,  records  and  memoranda 
kept  liy  such  carriers.  This  provision  shall  apply  to  receivers  of  car- 
riers and  operating  trustees. 
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In  case  of  failure  or  refusal  on  the  part  of  any  such  carrier,  re- 
ceiver or  trustee  to  keep  such  accounts,  records  and  memoranda  on 
the  books  and  in  the  manner  prescribed  by  the  Commission,  or  to 
submit  such  accounts,  records  and  memoranda  as  are  kept  for  the 
inspection  of  the  Commission  or  any  of  its  authorized  agents  or 
examiners,  such  carrier,  receiver  or  trustee  shall  forfeit  to  the  United 
States  the  sum  of  five  hundred  dollars  for  each  such  offense,  and  for 
each  and  every  day  of  the  continuance  of  such  offense,  such  for- 
feitures to  be  recoverable  in  the  same  manner  as  other  forfeitures 
provided   for  in  this  Act. 

Any  person  who  shall  wilfullv  make  any  false  entry  in  the  accounts 
of  any  book  of  accounts  or  in  any  record  or  memoranda  kept  by  a 
carrier,  or  who  shall  wilfully  destroy,  mutilate,  alter,  or  by  any  other 
means  or  device  falsify  the  record  of  any  such  account,  record  or 
memoranda,  or  who  shall  wilfully  neglect  or  fail  to  make  full,  true 
and  correct  entries  in  such  accounts,  records  or  memoranda  of  all 
facts  and  transactions  appertaining  to  the  carrier's  business,  or  shall 
keep  any  other  accounts,  records  or  memoranda  than  those  prescribed 
or  approved  by  the  Commission,  shall  be  deemed  guilty  of  a  mis- 
demeanor and  shall  be  subject,  upon  conviction  in  any  court  of  the 
United  States  of  competent  jurisdiction,  to  a  fine  of  not  less  than 
one  thousand  dollars  nor  more  than  five  thousand  dollars,  or  imprison- 
ment for  a  term  not  less  than  one  year  nor  more  than  three  years, 
or  both  such  fine  and  imprisonment ;  Provided,  That  the  Commission 
may  in  its  discretion  issue  orders  specifying  such  operating,  accounting, 
or  financial  papers,  records,  books,  blanks,  tickets,  stubs,  or  documents 
of  carriers  which  may,  after  a  reasonable  time,  be  destroyed,  and 
prescribing  the  length  of  time  such  books,  papers,  or  documents  shall 
be  preserved. 

I  have  quoted  this  Act  for  the  further  reason  that  there  has  been 
an  attempt  in  preparing  recent  contracts  for  the  construction,  operation 
and  maintenance  of  rapid  transit  railroads,  to  insert  the  substance 
of  this  Act  in  the  contracts  and  to  require  that  no  accounts,  records 
or  memoranda  shall  be  kept  other  than  in  accordance  with  the  uniform 
system  of  accounts  laid  down  either  by  the  Interstate  Commerce  Com- 
sion  or  the  State  commission  governing  public  utilities.  To  comply 
literally  with  such  a  prescription  as  this  Act,  would  make  an  intelligent 
operation  of  cost  accounting  ridiculous,  and  would  permit  the  ofificers 
of  a  railroad  to  know  nothing  whatever  about  what  the  costs  of  work 
involved.  The  fact  of  the  matter  is  that  in  any  accounting  of  costs 
for  work  done  by  the  engineering  departments  of  any  railroad,  it  is 
not  sufficient  to  follow  out  a  hard  and  fast  system,  but  it  is  necessary 
to  conduct  such  accounting  of  costs  in  such  form  as  will  convey  to 
the  engineer  a  definite  understanding  of  the  relative  value  and  costs 
of  any  piece  of  work  executed  so  that  such  information  as  to  value 
and  costs  may  be  of  use  and  service  in  making  comparison  with  the 
costs  of  other  work,  or  in  arriving  at  an  understanding  to  guide  the 
engineer  in  his  ability  to  estimate  on  the  cost  of  proposed  work. 
What   is   really   wanted   in   this    respect   is   that   the   engineer   shal]    be 
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posted  in  the  same  manner  as  a  contractor  is  informed  as  to  the 
resulting  value  of  labor  and  materials  used  and  employed  in  executing 
any  piece  of  construction  work,  and,  further,  to  be  so  informed  as  to 
be  able  to  know  that  the  labor  so  employed  is  honestly  and  intelligently 
executing  its  work  economically  and  rendering  value  for  the  money 
paid  out.  This,  it  seems  to  me,  involves  the  greatest  possible  flexibility 
in  cost  accounting,  and  can  only  be  done  by  an  accounting  department 
that  is  thoroughly  familiar  with  the  engineering  end  of  the  work. 
In  large  construction  works  and  various  organizations,  with  which 
I  have  been  identified,  and  not  on  any  one  single  piece  of  work,  I 
have  found  that  the  results  of  the  cost  accounting  as  executed  through 
the  auditing  departments,  have  been  so  utterly  valueless  in  establish- 
ing the  true  value  of  work  executed,  particularly  in  such  forms  as 
are  nowadays  necessary  for  applying  costs  of  reproduction,  such  as  are 
essential  in  the  evolution  of  the  provisions  of  the  Federal  Valuation 
z\ct,  that  I  have  long  since  ignored  entirely  the  auditing  departments 
of  corporations  in  respect  to  arriving  at  the  actual  costs  of  construc- 
tion Avork,  and  have  organized  definite  departments  of  engineering  cost 
accounting,  which  segregate  the  quantities  of  labor  and  materials  in- 
volved in  any  given  piece  of  work  so  that  the  resultant  furnishes  the 
engineer  with  information  which  can  be  applied  to  any  of  the  purposes 
to  which  cost  accounting  is  essential  and  necessary.  In  the  final  windup 
of  a  construction  work,  the  disbursements  distributed  by  the  engineer's 
cost  accounts  should  aggregate  the  same  as  the  costs  according  to 
the  books  of  the  auditing  department,  but  with  the  units  segregated 
and  distributed  so  differently  that  it  is  only  in  the  final  windup  that 
these  figures  will  tally  and  correspond.  The  value  and  advantages  of 
so  keeping  and  maintaining  the  engineer's  cost,  has  time  and  again 
been  dem.onstrated  by  several  organizations  for  which  I  have  acted 
as,  engineer,  when  they  have  been  called  upon  to  furnish  information 
regarding  costs  of  the  properties  in  response  to  demands  from  public 
commissions,  tax  boards,  etc.  In  all  such  cases  it  has  been  the 
engineer's  cost  account  which  has  been  accepted  as  against  the  accounts 
of  the  auditing  departments.  I  do  not  mention  this  as  disparaging  the 
system  of  accounting  as  adhered  to  by  auditors  generally,  but  as 
illustrating  the  point  that  costs  as  maintained  by  the  engineer  convey 
more  clearly  and  concretely  to  the  engineering  representatives  of  public 
commissions,  tax  lioards,  and  the  like,  the  information  which  they  are 
seeking  and  which  it  is  essential  they  should  have  to  enable  them  to 
arrive  at  conclusions  which  are  fair  and  equitable  to  all  parties  in- 
volved in  determining  the  cost  of  reproduction  of  public  utilities. 

Here  again  I  would  like  to  say  a  word  as  to  the  influence  of 
Federal  legislation,  which  in  due  time  1  have  very  little  doul)t  will 
spread  into  the  State  laws,  and  that  is  in  respect  to  the  Federal  Valua- 
tion Act.  There  are  a  number  of  electric  railroads  which  come  within 
the"  scope  and  rc(|uirements  of  the  provisions  of  the  Federal  Valuation 
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Act,  but  that  Federal  Valuation  Act,  with  its  provisions  puts  upon  the 
interstate  railroad  such  a  burden  in  arriving  at  the  cost  of  reproduc- 
tion, such  enormous  labor  is  involved  in  arriving  at  the  cost  of  the 
entire  structure  of  any  railroad,  that  something  in  the  nature  of  costs 
as  determined  by  the  engineering  department  is  essential  to  make 
these  reports. 

I  have  little  doubt  in  the  coming  years  the  provisions  of  that  act 
in  relation  to  the  valuations  for  taxation  purposes  will  be  undoubtedly 
extended  by  the  various  State  legislatures  to  apply  also  to  carriers 
within  the  States,  and  in  that  case  figures  of  costs  as  determined  and 
kept  by  the  engineers  for  engineering  cost  accounting  will  be  essential, 
undoubtedly,  to  an  intelligent  report  on  such  subject. 

With  respect  to  the  matter  of  time-keeping,  there  is  a  great  deal 
that  could  be  said  on  either  hand.  If  time-keeping  is  considered  to 
be  purely  the  recording  of  time  expended  in  the  service  of  the  company 
by  each  individual  employe,  then  I  have  no  doubt  that  the  weight  of 
evidence  would  be  in  favor  of  the  time-keeping  being  administered 
and  directed  through  the  auditing  department  and  independent  of  the 
engineering  department,  thereby,  theoretically  at  least,  insuring  the 
least  likelihood  of  collusion  between  the  superintendents  and  foremen, 
on  the  one  hand,  reporting  to  the  engineering  department,  and  the 
time-keepers,  on  the  other  hand,  reporting  to  the  auditing  department. 
However,  the  distribution  of  the  labor  accounts  is  as  essential  to 
proper  cost  accounting  as  the  distribution  of  the  materials,  and  with 
the  view  to  obtaining  the  most  intelligent  record  of  the  work  executed 
by  each  employe,  or  gang  of  employes,  and  the  cost  of  labor  involved 
in  such  work,  comparing  the  work  of  an  individual  or  a  gang  with 
another  individual  or  gang,  then  without  any  question  the  weight 
of  evidence  would  lead  to  the  conclusion  that  the  time-keeping  should 
be  done  under  the  control  and  supervision  of  the  engineering  depart- 
ment. One  thought  that  occurs  to  me  strongly  is  whether  collusion 
would  be  reduced  or  prevented  entirely  by  time-keepers  reporting  to 
the  auditing  department.  The  honesty  of  a  time-keeper  is  absolutely 
and  solely  a  question  of  the  personal  equation  of  the  individual  and  the 
question  as  to  what  department  he  reports  to,  has,  it  seems  to  me, 
nothing  whatever  to  do  with  it.  If  this  view  is  agreed  to,  then  there 
seems  to  be  no  question  that  the  most  satisfactory  and  advantageous 
manner  of  keeping  the  time  of  labor  is  by  maintaining  it  within  the 
control  and  under  the  supervision  of  the  engineering  department.  As 
a  compromise,  I  would  submit  the  suggestion  that  the  work  of  the 
time-keepers  might  with  advantage  be  audited  from  time  to  time  by 
the  auditing  department  as  a  check  on  the  responsibility  and  honesty 
of  the  individual  time-keeper. 

When  I  say  it  should  be  audited  by  the  auditing  department,  I  would 
take  that  in  the  very  broadest  sense,  that  a  superior  time-keeper  or  a 
superintendent   time-keeper    or   by   whatever    other   name   he   may   be 
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called,  should  have  the  right  of  supervision  over  the  time-keepers  and 
with  powers  of  detection,  if  necessary,  to  establish  freedom  from  col- 
lusion, and  thereby  the  auditing  department  has  a  superior  supervision 
over  the  time-keepers,  who  in  turn  report  to  the  engineering  depart- 
ment. 

There  is  only  one  other  item  regarding  which  I  would  like  to  say 
a  word,  and  that  is  in  regard  to  Appendix  B  on  Efficiency  Engineering. 
This  portion  of  the  report  is  prefaced  by  the  remark  that  men  are  to 
turn  out  as  much  work  and  of  such  quality  and  are  to  be  paid  ac- 
cordingly. I  doubt  if  anyone  interested  in  this  question  of  accounting 
will  question  or  criticise  this  desire.  It  is  what  we  would  all  like  to 
attain  to,  but,  at  the  same  time,  it  is  that  which  all  labor  organiza- 
tions tend  to  upset  and  destroy.  Most  unfortunately,  owing  to  the 
socialistic  development  of  labor  unions,  they  will  not  consider  any 
such  proposition  as  a  possibility,  and  the  main  aim  and  purpose 
of  the  labor  unions,  it  seems  to  me,  are  to  level  down  to  the  standard 
of  the  least  competence  the  work  of  all  labor,  both  skilled  and  un- 
skilled. From  the  point  of  view  of  efficiency  we  would,  of  course,  all 
desire  to  attain  the  results  indicated  by  Mr.  Maize,  but  we  have  the 
labor  union  conditions  confronting  us,  which  I  am  afraid  will  make  this 
proposition  of  little  effect,  and  year  by  year  of  less  effect.  Carrying 
this  to  the  greatest  extreme  that  I  have  heard  of  is  the  case  of  the 
condition  of  the  Paris  labor  unions,  where  in  the  execution  of  tunnel 
construction  vmder  compressed  air,  every  man  is  classed  at  the  same 
rate,  whether  he  is  shoveling  mud  or  whether  he  is  doing  skilled 
engineering  and  construction  work ;  the  labor  unions  in  that  case 
putting  a  definite  premium  on  the  degradation  of  labor. 

There  is  one  more  item  which  has  occurred  to  me  as  the  report  of 
the  Committee  was  being  read,  which  I  think  has  been  overlooked  in 
connection  with  engineering  cost  accounting,  and  that  is  some  elabora- 
tion which  I  think  should  be  given  by  the  Committee  to  the  A.  F.  E. 
forms  of  authority  for  expenditures  on  construction  work.  Such 
forms  and  methods,  it  seems  to  me,  are  a  great  addition  and  help 
in  the  execution  of  construction  work,  and  are  used  practically  on  all 
steam  roads,  and  I  imagine  are  used  to  a  great  extent  on  the  electric 
railroads.  I  think  that  that  has  a  bearing  on  this  report  and  that  some 
consideration  should  be  given  in  respect  to  these  forms  for  reporting 
estimated  expenditures  and  authority  for  it. 

Mr.  Kilfoyle: — Mr.  Chairman,  before  passing  on  to  the 
discussion,  I  move  that  the  Engineers  and  Accountants  in 
joint  session  tender  Mr.  Davies  their  thanks  for  his  very  able 
and  instructive  paper. 

(Motion  duly  seconded  and  carried.) 
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Discussion  of  Report  of  Committee  on  Engineering 
Accounting 

President  Schreiber  : —  Every  railway  man  knows  that  the 
subjects  before  us  are  very  live  and  interesting  ones.  It  is 
hardly  necessary  to  say  that  they  offer  a  fertile  field  for  dis- 
cussion. 

We  will  first  consider  subject  No.  i  —  "  Inter-departmental 
and  Overhead  Charges." 

Mr.  Kalweit  : —  We  add  overhead  charges  to  some  of  the 
work  done  in  the  shop.  This  overhead  charge  is  added  to 
all  shop  labor  for  work  orders  effecting  construction  and  re- 
construction, and  to  shop  orders  effecting  manufacturing  of 
material  for  stock  and  sundry  charges  for  outside  parties. 
The  amount  added  as  overhead  charges  is  credited  to  the 
accounts  representing  the  Overhead  Shop  Expenses.  This 
covers  operating  costs  only.  In  addition  to  this,  overhead 
charges  are  added  to  all  work  done  for  outside  parties. 

Mr.  C.  H.  Clark: — With  regard  to  cost  accounting  on 
construction  work  it  is  our  practice  to  give  every  job  a  Job 
Order  Number  and  the  accounting  department  makes  all 
charges.  The  engineering  department  formerly  kept  all  the 
costs,  but  it  is  now  handled  entirely  by  the  accounting  depart- 
ment.    I  believe  that  is  the  best  practice. 

Mr.  Nicholson  : —  In  Omaha  the  cost  accounting  is  all 
handled  by  the  accounting  department. 

Mr.  McClellan  : —  I  think  it  depends  more  upon  the  char- 
acter of  the  man  than  upon  the  department  in  which  he  is 
working.  The  average  engineer  is  so  set  on  having  things 
done,  that  I  think  you  will  find  he  has  comparatively  little 
respect  for  accounting.  On  the  other  hand,  the  accounting 
man  frequently  is  unable  to  judge  as  to  the  relative  usefulness 
of  various  accounts. 

I  have  tried  several  ways  and  my  last  conclusion,  especially 
in  connection  with  large  work,  is  that  all  accounts  should  be 
in  the  immediate  care  of  the  accounting  department.  The 
engineering  department  should  have  absolute  jurisdiction  as  to 


192  Accountants'  Association 

the  accounts  that  it  wants  kept,  and  the  results  that  it  wants 
from  these  accounts.  In  this  way  the  accounting  itself  will  be 
technically  accurate,  but  the  engineering  department  will  be 
able  to  obtain  the  information  that  it  wants  and  in  the  form 
that  is  desired. 

Mr.  Adams: —  Mr.  Clellan  has  raised  a  thought  in  my 
mind  in  connection  with  an  experience  I  have  just  gone 
through.  In  taking  hold  of  my  department  in  Chicago,  I 
found  the  cost  keeping  department  in  my  repair  shop  building 
was  reported  to  the  comptroller.  I  have  just  put  into  effect 
a  new  organization  chart,  dated  October  ist  in  which  that  de- 
partment reports  to  the  superintendent  of  equipment.  I 
stated,  in  advocating  the  change  that  I  felt  that  whatever  the 
accounting  department  wanted,  we  could  give  it  to  them  just 
as  well  as  they  had  obtained  it  in  the  past.  We  wanted  to  give 
them  all  the  facts  and  co-operation  that  was  necessary,  yet  we 
wanted  to  and  could  exercise  economies  by  having  that  de- 
partment directly  under  the  ecjuipment  department.  Co-opera- 
tion is  essential  between  the  accounting  department  and  en- 
gineering department  in  order  to  obtain  the  best  results. 

Mr.  MacRae  : —  I  am  an  auditor  in  the  first  place ;  and  in 
the  second  place  there  is  no  class  of  men  I  like  to  meet  and 
confer  with  as  much  as  with  engineers.  I  have  never  yet  found 
an  engineer,  in  my  personal  experience,  who  was  not  thor- 
oughly able  to  understand  accounts.  Yesterday  afternoon  at 
a  meeting  in  another  hall  I  spoke  of  the  necessity  of  co-opera- 
tion between  the  accounting  department  and  engineering  de- 
])artment,  by  giving  them  the  facts,  in  figures  and  statistics 
wanted,  and  not  giving  them  what  was  not  wanted. 

In  my  own  experience  I  try  in  all  cases  to  find  out  what  the 
engineers  want.  I  keep  the  books  and  the  data  in  such  shape 
that  I  can  give  the  engineer  what  he  wants  if  he  advises  me  in 
advance. 

This  engineer  from  the  Hudson  &  Manhattan  has  made  a 
criticism  against  the  accounting  department.  It  is  one  often 
made,  that  the  accounting  department  does  not  give  the  engi- 
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neer  what  he  wants.  Now,  you  should  have  an  engineering 
department  and  a  cost  department  in  the  accounting  depart- 
ment that  will  give  the  engineer  the  information  he  wants ;  but 
if  you  have  a  cost  accounting  system  in  the  accounting  depart- 
ment that  is  compiling  data  in  its  way,  and  at  the  same  time 
the  engineering  department  is  compiling  data  in  its  own  way, 
you  are  creating  a  double  expense.  In  my  opinion  all  account- 
ing work  should  be  done  by  the  auditor.  I  do  not  think  the 
engineer  is  paid  by  the  companies  to  do  accounting  work.  The 
company  is  paying  him  to  get  results.  In  order  to  secure  re- 
sults he  must  co-operate  with  the  accounting  department  and 
the  accounting  department  must  co-operate  with  him  in  such  a 
way  as  to  help  him,  and  not  arbitrarily  keep  their  books  in 
such  a  way  as  not  to  consider  the  neetis  of  the  engineering  de- 
partment. If  this  is  done  I  think  the  criticism  against  the  ac- 
counting department,  of  not  giving  the  engineers  what  they 
want,  will  to  a  great  extent  cease. 

Mr.  Adkins: — The  reason  the  engineering  department  fails 
to  obtain  the  information  wanted  is  because  they  do  not  advise 
the  auditor's  office,  prior  to  the  execution  of  the  work,  of  the 
amount  and  kind  of  detail  they  desire. 

The  auditor's  office  can  arrange  to  furnish  any  amount  and 
kind  of  detail  desired  if  advised  in  advance,  as  to  what  is 
wanted. 

Mr.  C.  H.  Clark: — I  am  glad  to  hear  this  gentleman  say 
the  engineers  understand  the  accounting  end  of  the  work,  Imt 
I  doubt  if  the  accounting  department  understands  engineering. 
Any  time  I  want  to  know  what  a  piece  of  work  is  costing,  I 
go  out  to  see  a  foreman  on  the  job,  and  tell  him  that  I  want 
him  to  keep  track  of  a  certain  piece  of  work  for  a  specified 
time. 

Mr.  Stearns  : —  I  think  the  trouble  the  engineers  experience 
in  obtaining  data  from  the  auditing  department,  is  in  one 
respect  due  to  the  generally  inefficient  distribution  of  accounts 
by  engineers.  I  question  very  much  if  the  engineers  under- 
stand accounting  so  well  as  my  friend  here  has  stated.  That 
13 
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has  not  been  my  experience.  With  this  distribution  of  ac- 
counts correctly  made  and  engineers  thoroughly  inoculated 
with  some  idea  of  anticipating  the  information  they  want 
before,  rather  than  after  the  work  is  completed,  I  think  the 
correct  information  could  be  made  into  one  report  from  the 
auditing  department  and  would  have  some  value.  I  cannot 
see  how  an  engineer  can  go  out  on  the  street,  and  by  the  rule 
of  thumb  and  information  from  the  foreman,  tell  what  the  job 
is  costing.  I  have  attempted  to  do  so  many  times,  and  have 
been  deceived,  after  receiving  the  fact  from  the  accounting 
department,  on  jobs  where  the  distribution  of  accounts  was 
intelligently  made  by  the  engineers.  Digressing  from  this  one 
subject —  I  was  a  little  late  getting  in  —  what  I  would  like  to 
say  in  regard  to  overhead  charges,  supplementing  Mr.  Kal- 
weit's  remarks,  is  that  The  Milwaukee  Electric  Railway  & 
Light  Company,  after  considerable  investigation  by  a  commit- 
tee of  departmental  heads  formulated  a  plan  some  time  ago 
in  which  the  overhead  charges  were  separated  in  this  way : 

1.  Labor   only    {li'ifhout  Hand   Tools). 

When  labor  only  is  furnished  by  the  company  to  outside  parties 
10  per  cent  is  to  be  added  to  cover  : 

Supervision 3  per  cent. 

Clerical  labor  of  the  department 2  per  cent. 

Accounting 5  per  cent. 

Total 10  per  cent. 

2.  Labor   (JVith   Use  of  Hand  Tools). 

When    labor    is    furnished    by    the    company    to    outside    parties 
including  the  use  of  hand  tools  15  per  cent  is  to  be  added  to  cover: 

Supervision •  •       3  per  cent. 

Clerical  labor  of  the  department 2  per  cent. 

Accounting 5  per  cent. 

Use    of    tools 5  per  cent. 

Total 15  per  cent 
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3.  Shop  Work. 

When  work  is  done  in  the  company's  shops  requiring  the  use 
of  shop  facilities  except  machine  tools,  70  per  cent  is  to  be  added 
to  the  cost  of  labor.  When  machine  tools  are  used  100  per  cent 
is  to  be  added  as   follows  : 

Shop  supervision 5  per  cent. 

Clerical  labor  of  the  department 2  per  cent. 

Rent,  light,  heat  and  power •  ■ 5  per  cent. 

Accounting 5  per  cent. 

Use  of  hand  tools 5  per  cent. 

Interest 8  per  cent. 

Depreciation •  • 10  per  cent. 

General  maintenance,   etc 30  per  cent. 

Total  without  use  of  machine  tools.  ...     70  per  cent. 
Shop   machine  tools 3°  per  cent. 

Total  with  use  of  machine  tools.  ...••.    100  per  cent. 

4.  Material. 

Material  to  be  charged  at  store  room  cost  (which  means  the 
usual  5  per  cent  added). 

That  is  for  example:  A  man  without  tools,  a  laborer,  to 
the  productive  labor  there  is  added  10  per  cent;  when  a  pick 
and  shovel  or  an  ordinary  hand  tool  is  used,  15  per  cent  is 
added  to  the  productive  labor ;  in  the  shop  where  tools  or 
machinery  are  used,  if  ordinary  hand  tools  are  used,  with 
light,  heat  and  shop  facilities  provided,  70  per  cent  is  added  to 
the  productive  labor;  and  where  full  use  of  the  machine  tools 
is  taken  advantage  of  or  required  in  the  work,  100  per  cent 
is  added.  It  would  be  interesting,  I  think,  for  members  of 
this  Association  to  know  the  amounts  other  companies  find 
proper. 

Our  Committee  had  great  difficulty  obtaining  comparable 
data.  The  large  manufacturers  usually  can  supply  such  data. 
They  have  some  inspiration  for  knowing  these  amounts  as 
therein  Hes  their  profit  in  the  business.  But  in  the  street  rail- 
way industry  I  think  many  are  losing  sight  of  the  fact  that 
unless  proper  overhead  charges  are  added  to  the  work,  you 
do  not  know  what  it  costs  or  what  it  is  worth.  For  example, 
one  of  our  officials  decided  his  automobile  required  some  re- 
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pairs.  Heretofore  it  had  been  comparatively  easy  to  send  the 
machine  into  the  shop  and  have  repairs  made  at  the  actual 
cost  of  labor,  plus  material.  We  added  nothing  to  the  cost  of 
material  except  5  per  cent  to  take  care  of  payroll,  etc.  The 
repairs  to  the  automobile  we  will  say  cost  $55  for  labor  and 
$6  for  material,  total  $61.  When  the  bill  was  presented  he 
began  to  appreciate  what  such  work  was  really  worth.  One 
hundred  per  cent  was  added  to  the  productive  labor  and  5 
per  cent  to  material,  making  the  amount  $116.30,  which  was 
about  what  the  bill  would  have  been  had  the  work  been  done 
in  a  private  garage.  That,  in  our  case  was  the  real,  actual 
cost  of  that  job. 

We  are  certain,  within  a  reasonable  degree  of  accuracy,  that 
adding  these  charges  gives  a  far  more  intelligent  idea  of  the 
actual  cost  of  the  job  than  the  old  method,  the  rule  of  thumb 
method  or  taking  20  or  25  per  cent  or  some  arbitrary  amount. 
Actual  investigation  in  detail  of  many  jobs,  and  of  the  charges 
made  by  a  numbers  of  manufacturers  who  must  make  money 
in  order  to  continue  in  business,  disclosed  the  fact  that  100 
per  cent  should  be  added  to  the  productive  labor  on  work 
done  in  the  shop  where  all  tools  are  used. 

President  Schreiber  : —  I  think  Mr.  Stearns  is  right  re- 
garding the  proposition  of  overhead  charges.  There  is  no 
question  but  that  many  of  us  think  we  do  the  work  ourselves 
at  a  great  deal  lower  cost  than  it  is  really  done  for  on  the 
outside ;  but  the  truth  of  the  matter  is  that  it  is  costing  us 
more.  This  is  certainly  true  with  regards  to  all  kinds  of 
new  construction,  especially  in  the  case  of  small  articles  made 
in  the  shop.  Even  in  the  way  department,  the  charges  for 
work  cars  and  tools  are  often  omitted,  and  in  that  manner 
the  final  account  does  not  represent  at  all  what  the  work 
actually  costs. 

Mr.  See: — I  am  glad  to  hear  these  big  figures  were  taken 
from  the  experience  of  The  Milwaukee  Electric  Railway  and 
Light  Company.  When  I  first  went  with  the  Hudson  &  Man- 
hattan Railroad  Company  there  were  no  charges  between 
departments,  and  I  advocated  a  25  per  cent  overhead  on  all 
work  done  in  the  shops  to  cover  charges  on  machinery,  tools 
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and  supervision.  I  was  opposed  very  strongly.  The  different 
departments  said  that  it  was  inter-departmental  work  and 
there  should  be  no  charges  on  it.  After  a  great  deal  of  argu- 
ment I  secured  the  concession  of  allowing  a  charge  of  15  per 
cent  on  both  labor  and  material.  The  question  whether  that 
is  proper  still  comes  up,  but  I  have  figured  up  the  shop  costs, 
etc.,  and  find  that  25  per  cent  is  about  the  right  amount  for 
overhead,  as  near  as  we  can  figure  it  out  for  our  shop. 

Mr.  At^ams: — ^  This  question  of  the  overhead  and  what 
should  be  charged  is  an  exceedingly  interesting  one.  I  think 
we  all  appreciate  the  fact  that  the  overhead  charge  to-day, 
is  one  percentage,  and  to-morrow  or  a  month  from  to-day  it 
may  be  another  percentage.  The  question  which  interests  me 
is  as  how  often  you  should  change  the  percentage  of  overhead 
in  order  to  keep  the  accounts  where  they  should  be. 

Mr.  Young  : —  I  think  we  are  somewhat  embarrassed  in 
this  discussion  by  not  clearly  defining  the  overhead  charges 
between  what  we  might  call  inter-departmental  charges  and 
those  in  connection  with  construction  work.  In  answer  to 
Mr.  Adams,  if  he  refers  to  construction  charges,  I  should  say 
that  we  ought  not  to  use  a  percentage.  We  ought  to  determine 
exactly  what  the  costs  are,  and  charge  the  actual  costs  to  each 
job;  in  other  words,  not  take  a  percentage,  but  charge  a  figure 
which  can  be  determined  at  the  time  the  work  is  done,  to 
cover  the  overhead  charges  applicable  to  the  work. 

In  connection  with  the  so-called  overhead  charges  to  be 
made  by  one  department  to  another  in  the  conduct  of  the 
ordinary  business  of  an  electric  railway,  that,  I  think,  is  more 
or  less  immaterial,  I  might  say  it  is  less  vital  to  the  electric 
railway  than  the  charges  which  occur  in  connection  with  con- 
struction work.  In  fact,  if  too  great  detail  is  striven  for,  it 
may  appreciably  add  to  the  cost  of  the  work.  I  am  sorry 
that  I  was  somewhat  late  in  my  attendance  at  the  meeting 
this  morning,  and  did  not  hear  the  paper  read,  as  I  have  not 
had  a  chance  to  read  it  myself.  I  agree  with  the  Committee 
and  heartily  endorse  their  recommendation  in  connection  with 
overhead  charges.     They  emphasize  the  fact  that  it  is  a  very 


198  Accountants'  Association 

important  question,  and  they  recommend  that  some  definite 
means  or  rules  for  arriving  at  such  charges  should  be  de- 
termined, that  is,  overhead  expenditures  on  construction  work. 
I  believe  that  to  be  an  extremely  important  matter,  particu- 
larly as  Mr.  Davies  pointed  out,  that  we  are,  all  of  us,  espe- 
cially interstate  companies,  face  to  face  with  appraisals  and 
valuations  which  will  affect  in  the  last  analysis  the  revenue 
to  the  companies.  As  to  cost  accounting,  I  think  the  subject  is, 
as  we  found  out  yesterday,  in  the  discussion  of  the  joint  meet- 
ing of  the  Transportation  Association  and  the  Accountants' 
Association  not  entirely  clear  in  our  minds.  We  sometimes 
stray  over  to  the  question  of  uniform  system  of  accounts,  and 
mix  it  up  with  our  cost  accounting  system.  Cost  accounting 
work  is  an  entirely  different  matter  from  the  general  account- 
ing work  of  the  company.  It  can  be  made  to  fit  in  and  I 
think  should  be  made  to  fit  in  with  the  general  accounts  of 
the  company. 

I  take  a  sympathetic  view  of  Mr.  Davies"  point  that  he 
has  found  it  necessary  to  have  the  engineering  department 
keep  his  cost  accounts.  I  think  that  may  be  in  some  cases  that 
is  the  only  way  to  obtain  a  proper  system  of  cost  accounting. 
Unless  the  responsibility  of  the  matter  is  properly  presented 
to  the  engineer,  he  may  not  think  it  worth  while  to  suffi- 
ciently analyze  his  costs,  so  that  the  accountants  may  assist 
him  in  obtaining  a  result  which  he  can  use.  I  believe  by  co- 
operation, by  a  thorough  understanding  of  the  advantages  of 
cost  accounting  on  the  part  of  engineers  and  accountants  —  I 
think  the  accountant  is  just  as  much  to  blame  —  that  we  can 
get  costs  in  all  our  companies,  small  or  large,  which  will  prove 
most  valuable  to  the  companies,  not  alone  in  protecting  their 
properties  against  assault,  but  in  determining  the  basis  of  esti- 
mates of  cost  and  for  determining  the  question  whether  bids 
submitted  for  work  are  reasonable  or  unreasonable. 

I  believe  it  would  be  extremely  desirable  if  our  two  Associa- 
tions could  settle  on  some  standard  units  of  cost  in  connec- 
tion with  each  class  of  work.  I  want  to  say  right  here  that 
I  believe  this  joint  Committee  on  Engineering  Accounting  has 
probably  done  more  to  bring  about  a  realization  of  the  import- 
ance of  cost  accoimting  than  any  of  us  a])])reciate.     I  had  the 
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honor  of  serving  on  that  Committee  for  three  years.  When 
the  Committee  was  first  formed  we  found  there  was  little 
attention  paid  to  cost  accounting.  I  think  Mr.  Adams  will 
agree  with  me  in  that. 

It  is  very  interesting  and  I  think  it  is  a  hopeful  outlook,  to 
find  so  much  attention  being  paid  to  cost  accounting.  At  the 
first  day's  meeting  in  the  Accountants'  Association  we  had  a 
most  interesting  paper  on  this  subject,  which  was  very  care- 
fully prepared  and  was  very  illuminating.  It  went  into  great 
detail  as  to  forms,  methods,  etc.,  and  I  believe  that  those  of 
you  who  did  not  have  the  pleasure  of  listening  to  Mr.  Kal- 
weit's  paper,  should  secure  a  copy  of  it  and  read  it  while  this 
subject  is  on  your  minds. 

President  Schreiber  : —  Will  anyone  else  discuss  the  first 
two  subjects  treated  in  the  report, —  namely,  "Inter-depart- 
mental and  Overhead  Charges  "  and  "  Cost  Accounting?  "  If 
not,  it  will  be  proper  to  take  up  the  third  item  which  relates 
to  Time-keeping  and  whether  it  should  be  done  by  the  Engi- 
neering or  Accounting  Departments.  That  is  our  old  friend 
again  which  has  appeared  so  many  times  on  the  horizon.  Will 
anyone  tell  us  why  either  the  auditor  or  the  engineer  should 
keep  the  time? 

Mr.  Maguire  : —  In  reference  to  time-keeping,  I  quite  agree 
with  Mr.  Davies.  In  my  opinion  time-keeping  should  be  done 
by  the  engineering  and  maintenance  of  way  departments;  the 
charges  should  be  distributed  to  the  proper  accounts,  which  in 
turn  should  be  checked  by  the  accounting  department,  and 
charged  to  the  different  operating  and  construction  accounts. 
A  timekeeper  will  very  often  make  a  charge  which  he  con- 
siders correct,  but  when  it  reaches  the  accounting  department, 
the  auditor  may  feel  justified  in  putting  the  charge  in  another 
classification,  and  in  most  cases,  it  is  proper. 

In  reference  to  cost  accounting  being  kept  by  the  engineer- 
ing and  accounting  departments  separately ;  this,  in  my  opin- 
ion, is  a  very  expensive  method.  In  our  case  the  accounting 
department  can  give  us  any  information  we  may  require  on  any 
particular  job.  In  every  instance  the  charges  are  kept  in 
detail  on  each  job,  and  when  the  work  is  completed,  the  ac- 
counting department  furnishes  our  department  with  a  state- 
ment  showing   every   charge   made   against   the   job,   and   we 
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have  no  difficulty  in  obtaining  detailed  cost  of  any  job  from 
our  auditor  on  the  third  or  fourth  of  the  month  following  the 
one  in  which  the  work  was  completed.  In  my  opinion,  it 
would  be  an  unnecessary  expense  to  have  two  separate  organi- 
zations keeing  costs.  Since  the  accounting  department  is 
obliged  to  keep  costs  for  official  records,  the  work  in  this  case 
is  duplicated.  If  the  charges  are  properly  made  by  the  man 
supervising  the  work  and  the  two  departments  co-operate, 
working  hand  in  hand  to  obtain  results,  there  should  be  no 
trouble  in  procuring  any  information  desired  concerning  the 
field  work.  At  least  this  has  been  our  experience  on  the  Public 
Service  Railway  property,  and  it  appears  to  me  that  if  every 
one  would  follow  a  plan  similar  to  ours,  the  same  results  could 
be  obtained  on  other  properties. 

Vice-President  Glover: — It  seems  to  me  that  the  trouble 
with  the  engineering  department  keeping  cost  accounting  is, 
that  they  would  not  be  able  to  arrive  at  the  actual  cost.  Mr. 
Clark  stated  that  he  would  go  to  the  foreman  doing  some  track 
work,  and  obtain  the  cost  of  the  job.  I  hardly  think  that  is 
possible.  The  foreman  would  not  know  anything  about  the 
cost  of  material  or  overhead  charges,  which  should  enter  into 
the  cost,  and  I  do  not  think  he  would  receive  a  very  accurate 
statement. 

The  question  of  whether  the  engineering  or  accounting  de- 
partment should  keep  the  accounts,  of  course  is  one  which 
the  management  would  determine,  and  I  am  very  glad  that  all 
managers  do  not  agree  with  the  engineers  on  that  subject,  or 
the  accountants  would  be  in  a  bad  way. 

It  seems  to  me  Mr.  MacRae  and  the  gentleman  who  spoke 
last,  have  the  right  idea  of  the  matter,  that  the  accountants 
should  furnish  the  information  the  engineers  want.  If  the 
engineers  cannot  obtain  it  from  their  accounting  officer,  it  is 
up  to  them  to  find  an  accountant  that  will  gi\e  it.  That  is 
what  accountants  are  for,  to  give  information  in  regard  to 
accounting  in  the  way  the  management  wants  it,  and  that  is 
the  way  the  engineers  should  want  it.  I  do  not  think  Mr. 
Adams  and  these  other  gentlemen  should  have  any  trouble  in 
obtaining  information  from  the  accountants  in  the  wav  thev 
want  it  if  they  have  the  riqht  accountants. 
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Mr.  Davies  mentioned  the  work  order  system,  or  the  A.  F.  E. 
system,  and  I  will  say  for  his  benefit,  that  on  Tuesday  we  had 
a  very  interesting  paper  by  Mr.  Kalweit,  of  Milwaukee,  in  the 
Accountants'  Association  meeting,  and  I  am  sorry  Mr.  Davies 
was  not  present  and  when  that  paper  was  read,  as  it  may  have 
given  him  some  ideas  along  this  line. 

Mr.  Adams  : —  I  must  stand  up  and  defend  my  comptroller. 
I  think  we  all  know  Mr.  F.  E.  Smith,  and  I  want  to  state  that 
my  position  has  been  one  of  co-operation  with  our  comptroller. 
Mr.  Smith  and  I  have  co-operated  on  the  problem  to  the 
fullest  extent. 

Vice-President  Glover: — I  am  glad  Mr.  Adams  made 
that  statement.  I  was  under  the  impression  from  what  he 
said,  that  he  could  not  obtain  the  information  from  his  ac- 
countants. 

Mr.  Adams  : —  I  did  not  intend  to  convey  the  idea  that  I 
could  not  get  it,  but  that  the  matter  has  l^een  changed  from 
one  department  to  the  other. 

Mr.  Allen  : —  Like  Mr.  MacRae  I  am  an  auditor,  and  my 
sympathies  are  naturally  with  the  auditing  department.  I 
think  that,  generally  speaking,  cost  accounting  can  be  more 
economically  done  by  the  accounting  department.  We  have 
found  cases  where  practically  the  same  data  has  been  built  up 
by  both  the  accounting  and  engineering  departments,  thus 
creating  a  duplication  of  work.  I  think  that,  with  the  possible 
exception  of  the  very  large  companies,  the  accountant  or  au- 
ditor should  be  looked  to  for  all  figures.  In  some  particular 
cases,  where  it  might  be  more  economically  done  by  some 
other  department,  the  accountant  should  be  broad  enough  to 
recognize  the  fact,  and  agree  to  the  work  being  done  by  that 
department. 

Mr.  C.  H.  Clark: — Twenty  years  ago  this  year  I  was 
building  a  railroad  in  Philadelphia,  and  had  a  list  of  questions 
which  it  was  necessary  for  me  to  answer  and  file  every  day 
with  the  company.  This  list  included  the  cost  of  removing 
old  pavement,  taking  up  track,  taking  out  old  ties,  cost  of 
excavation,  cost  of  laying  new  track,  spiking  and  bolting,  etc., 
and  everything  in  detail.  I  think  the  trouble  with  the  auditor 
has  been,  in  not  getting  information,  for  I  did  not  give  him 
every  day  a  list  of  about  a  hundred  and  fifty  things  that  I 
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would  have  liked  him  to  have,  and  consequently  he  could  not 
supply  the  information,  because  he  had  not  received  the  de- 
tails from  me.  The  only  way  you  can  get  it  is  by  tiling  with 
the  auditor  all  the  details  which  are  necessary  to  enable  him 
to  compile  the  information  which  you  seek.  If  it  is  necessary 
for  the  engineer  to  keep  this  information,  he  must  have  the 
daily  reports  made.  If  the  timekeeper  on  the  job  must  file  a 
report  of  the  number  of  feet  of  track  laid  each  day,  by  the 
time  you  reach  the  end  of  the  job,  his  report  will  show  that 
you  have  laid  two  miles  of  track  for  every  mile  actually  laid. 
The  reason  for  this  is  that  the  reports  overlap,  and  there  is 
confusion,  for  as  a  general  rule  the  timekeepers  do  not  know 
enough  to  give  the  totals  for  each  day,  and  the  reports  over- 
lap, and  besides  you  will  find  a  number  of  these  figures  are  not 
always  correct. 

Mr.  Kayser: — It  is  very  important  that  all  departments 
of  an  electric  railway  company  that  have  anything  to  do  with 
the  work,  co-operate  with  the  accounting  department  or  rather 
that  the  accounting  department  and  all  other  departments  in- 
terested work  in  harmony  with  each  other.  The  engineering 
or  transportation  department  or  whatever  the  department  may 
be,  which  desires  the  information,  should  keep  the  accounting 
department  informed  in  advance  of  whatever  information  it 
desires,  and  also  following  that  up,  it  should  arrange  to  so 
distribute  its  labor  and  material  that  after  the  work  has  been 
finished  and  the  accounts  completed  in  the  accounting  depart- 
ment, that  this  department  may  be  in  a  position  to  furnish  the 
engineering,  transportation  or  other  departments  with  such  in- 
formation as  it  may  require.  It  seems  to  me  that  as  account- 
ing is  the  special  business  of  the  accounting  department,  so  far 
as  possible,  all  accounting,  including  costs  and  similar  data 
should  be  taken  care  of  by  that  department. 

There  are  charges  against  certain  jobs  or  accounts,  with 
which  probably  the  departmental  ol^cials  are  not  acquainted. 
In  the  accounting  department  these  special  or  general  charges 
are  brought  together  with  all  others,  and  the  total  cost  of  any 
particular  work  determined.  To  produce  the  best  results  the 
hearty  co-operation  of  all  interested  departments  is  necessary, 
and  only  in  this  way,  in  my  opinion,  can  satisfactory  results  be 
secured. 
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President  Schreiber: — Do  you  wish  to  add  anything  to 
this  discussion,  Mr.  Adams,  in  closing  the  subject? 

Mr.  Adams." — I  do  not  care  to  make  any  summing  up,  as 
far  as  the  Committee  is  concerned,  but  I  wish  to  emphasize 
the  vahie  which  the  word  "  co-operation  "  represents  in  this 
work,  the  word  which  has  been  used  on  so  many  occasions 
by  the  members  in  their  discussion  of  this  subject.  I  think 
that  embodies  the  basis  of  a  practical  solution  of  this  question 
ojI  cost  accounting,  which  has  been  the  principal  point  for 
discussion  this  morning. 

Mr.  Young: — I  move  that  the  report  of  the  Committee  be 
accepted. 

(Motion  duly  seconded  and  carried.) 

President  Schreiber: — Gentlemen,  President  Harries  of 
the  American  Association,  desires  to  say  a  word  to  us. 

President  Harries  : —  It  is  a  customary  courtesy  call  for 
which  no  apologies  need  be  offered.  I  am  somewhat  surprised, 
because  I  see  a  sprinkling  of  accountants  here,  and  I  think  I 
have  already  told  them  what  I  thought  of  them,  and  I  have  to 
beware  of  overmuch  eulogy.  You  know  you  can  be  too  eulogis- 
tic and  say  too  many  nice  things.  Many  of  you  will  recall  the 
story  of  the  good  old  lady  who  was  attending  the  funeral  serv- 
ices of  her  husband.  They  had  lived  together  for  forty  years 
after  a  fashion  of  cat  and  dog.  He  had  been  a  very  violent  man, 
unmindful  of  the  amenities  of  domestic  life,  and  really  was 
not  to  be  regretted,  but  there  were  forty  years  of  joint  exist- 
ence, and  the  old  lady  was  old  and  naturally  tearful,  because 
it  was  her  husband  anyhow,  with  all  his  faults,  who  had  gone. 
One  of  her  sons  sat  beside  her  at  the  funeral.  The  priest,  who 
had  just  arrived  in  the  parish  and  was  unacquainted  with  the 
general  reputation  of  the  deceased,  was  saying  a  great  many 
nice  things  about  him,  expatiating  about  his  qualities  as  a 
husband  and  a  father,  a  kindly  man,  good  neighbor,  law-abid- 
ing. He  had  gone  on  after  that  fashion  for  some  time  and 
the  old  lady,  with  tears  in  her  eyes,  of  course,  and  in  a  state 
of  general  confusion  —  she  was  not  accustomed  to  burying 
husbands, —  said  to  her  son,  "  Jim,  Jim,  is  any  other  corpse  in 
the  church  ? "  Sol  will  not  eulogize  you  to  the  extent  of 
having  you  wonder  whether  I  was  talking  about  someone  else. 
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It  is  a  great  thing  to  see  this  mixing  of  soda  and  vinegar, 
or  whatever  other  elements  you  may  think  of,  which  is  involved 
in  the  accomplishing  of  a  chemical  feat,  and  you  are  doing  it 
and  doing  it  well.  In  this  mixed  metaphor  combination  the 
engineering  outfit  is  applying  its  mental  micrometer,  and  the 
accountants  will  sharpen  their  pencils  and  5:et  down  to  — 
well  —  if  they  do  not  carry  the  decimals  out  any  further  than 
the  tenth  place  I  suppose  it  will  not  be  overdone,  as  to  the 
engineers.  You  will  all  take  great  delight  in  exposing  the 
ignorance  of  one  to  the  other  so  it  is  about  an  even  thing. 
If  we  can  only  realize  how  little  we  know,  and  have  it  told  so 
frankly  as  it  will  be  by  you  to  each  other,  there  will  be  great 
gain. 

The  joint  efifort  is  a  fine  thing.  I  am  glad  I  came  in  just 
at  this  time :  it  is  a  long  pull,  a  strong  pull,  and  a  pull  alto- 
gether ;  it  is  the  team  work  that  counts  in  the  Association. 
You  may  not  get  very  much  individual  merit  out  of  it,  you 
will  not  be  making  any  star  plays,  but  if  you  get  down  to- 
gether for  the  industry,  which  Heaven  knows  needs  those 
interested  in  it  to  get  together,  we  will  accomplish.  If  the 
industry  does  not  get  together,  something  is  going  to  happen 
to  it,  as  there  are  many  unthinking  or  vicious  people  who 
seek  to  do  us  injury.  Some  of  them  are  mistaken,  but  most 
of  them  have  political  axes  to  grind.  We  have  got  to  work  to- 
gether and  do  the  best  we  can,  each  one  helping  the  other,  no 
matter  what  his  calling  happens  to  be.  We  are  for  the  in- 
dustry, and  without  that  spirit  we  will  not  get  anywhere. 
That  spirit  is  more  apparent,  I  think,  this  year  than  it  ever  has 
been.  Your  talents  are  working  to  one  fine  end,  and  success 
must  come;  must  come  when  the  best  brains  of  the  industry 
act  together,  as  is  evident  by  the  work  you  are  doing  at  these 
Conventions.  I  am  glad  to  be  here,  glad  to  see  you,  and  glad 
to  know  you  have  a  wonderful  program  and  are  working  it 
out  as  such  a  program  ought  to  be  worked  out. 

President  Schreiber: — We  next  have  the  report  of  the 
Committee  on  Life  of  Railway  Physical  Property,  which  will 
be  presented  by  Mr.  R.  N.  Wallis. 
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REPORT  OF  JOINT  COMMITTEE  ON  LIFE  OF  RAILWAY 
PHYSICAL  PROPERTY. 

To  the  Anicricaji  Electric  Raihvay  Accountants'  and  the  American 
Electric  Railzvay   Engineering  Associations: 

Gentlemen  : —  As  stated  in  a  previous  report,  this  Joint  Committee 
is  the  offspring  of  a  committee  of  the  Accountants'  Association  which 
was  appointed  in  191 1  to  study  "  The  Life  of  Railway  Property." 
This  action  of  the  Accountants'  Association  was  the  result  of  sug- 
gestion from  the  Am.erican  Association. 

The  Accountants'  Association  started  this  work  for  several  reasons, 
but  an  important  object  was  to  assist  those  who  were  interested  in  the 
industry  to  combat  the  growing  notion  that  the  life  of  railway  physical 
property  could  be  expressed  in  exact  percentages  and  tables  generally 
applicable.  There  was  extant  an  indefinable  movement  which  was 
Utopian  in  purpose,  i.  e.,  to  formulate  a  general  fixed  life  table  of 
railway  physical  property  and  thus  arbitrarily  and  for  all  time  to  come 
and  in  all  cases  settle  that  most  complex  and  vexed  problem  —  De- 
preciation or  the  rate  of  depreciation.  The  committee  appointed  was, 
among  other  things,  to  examine  this  "  Utopian  purpose "  and  either 
demonstrate  its   fallacy  or  establish  its  reality. 

The  report  of  this  first  committee,  as  made  to  its  Association  in 
191 1,  evidenced  a  sincere  effort  to  establish  the  existence  of  this  Utopia, 
if  it  existed,   for  it  had  compiled  : 

"A  Bibliography  of  the  Subject"  and  accumulated  a  "mass  of 
data  "  but  found  "  Absolutely  no  available  compilation  or  digest." 

At  this  point,  the  Committee,  anticipating  the  need  of  engineering 
assistance  in  accumulaUng  information,  proposed  the  plan  of  having  in 
this  search  expert  company,   for  it  reported 

That  every  request  for  information  touches  at  some  point  the 
work  of  our  engineering  brethren  for  reasons  which  are  obvious 
and  realizing  that  an  engineering  viewpoint  is  necessary  to  the 
work,  we  have  suggested  that  the  Engineering  Association  be  re- 
quested to  associate  with  this  Committee  a  representative  from 
that  Association. 

And  thus  the  committee  originated  by  the  Accountants'  Association 
became  the  "Joint  Committee  on  the  Life  of  Railway  Physical  Prop- 
erty "  —  appointed  in  accordance  with  the  above  suggestion  of  the 
original  committee  and  reported  to  the  joint  meeting  at  Chicago  in  1912, 
after  which  it  was  continued  and  is  reporting  again  in  1913  to  this 
joint  meeting  of  the  Accountants'  and  Engineering  Associations. 
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The  committee  as  is  shown  by  the  report  of  1912  developed  the  fact 
that  the  "  Utopia  "  was  still  in  a  future  state,  saying  in  that  report : 

The  scope  of  our  work  was  thoroughly  discussed  and  serious 
consideration  was  given  to  the  possibility  of  ultimately  providing 
comparative  figures  for  the  life  of  various  elements  of  railway 
property  with  a  bibliography  and  other  statistics.  From  the  be- 
ginning was  recognized  the  difiiculty  of  formulating  any  definite 
figures  which  could  apply  generally,  because  of  the  variable  feat- 
ures involved  and  the  different  conditions  in  different  localities 
It  was  also  realized  that  in  any  search  for  original  data  ma- 
terially different  figures  would  be  received  even  if  all  conditions 
were  carefully  defined.  Therefore,  no  attempt  has  been  made 
to  strike  any  general  average  either  as  to  authorities  quoted  or 
from  any  data  collected  from  members  concerning  life  of  railway 
materials. 

It  remains  for  the  Joint  Committee  of  1913  to  emphatically  restate 
the  foregoing  sensible  and  practical  statement  of  facts  on  this  subject 
by  the  1912  Joint  Comimittee  and  to  further  state,  as  clearly  and  con- 
vincingly as  possible,  the  several  reasons  that  appealed  to  the  present 
Committee,  as  to  why  such  a  life  table  of  railway  physical  property  is 
wholly  impossible  and  even  theoretically  impracticable. 

To  this  end,  the  1913  Joint  Committee  on  Life  of  Railway  Physical 
Property  have  reached  the  following  conclusions : 

(i)  That  the  basic  elements  which  determine  the  Life  of  Railway 
Physical  Property  which  affect  its  usefulness  are: 

(a)  Use. 

(b)  Climatic  and  soil  conditions. 

(c)  Maintenance. 

(d)  Inadequacy. 

(e)  Obsolescence. 

(f)  The  Human  Element. 

(g)  The  Public  Demand, 
(h)    Earnings. 

(2)  That  it  is  not  practical  or  even  theoretically  possible  to  com- 
positely  assemble  these  several  elements  into  any  form  of  a  logical 
"Life  Table"  that  will  apply  equally  in  Maine  and  in  California,  in 
Minnesota  and  in  Louisiana,  or  on  different  routes  or  lines  of  the 
same  system  embracing  such  physical  property. 

(3)  That  the  ultimate  solution  of  Depreciation  of  Railway  Property 
is   Insured   Earnings. 

A  discussion  of  the  foregoing  basic  elements  necessary  in  determin- 
ing the  Life  of  Railway  Physical  Property  is  presented  as  follows: 

USE 

(i)  Economic  Use:  The  electric  railway  industry  came  into  general 
practical  commercial  use  only  aliout  twenty  years  ago  and  the  principal 
elements  of  which  it  has  Iieen  composed,  through  various  wonderful 
developments   in  the  art,   during  this  period,   have  not  been  permitted 
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to  remain  in  use  long  enough,  under  the  conditions  which  they  were 
designed  to  meet,  to  determine  their  physical  life. 

An  illustration  of  the  demand  for  railway  physical  property  to  do  or 
withstand  a  service  over  and  above  that  for  which  it  was  originally 
intended,  is  the  rail  and  joint  and  track  foundation  problem.  A  track 
construction  is  designed  of  such  section  and  weight  of  rail  and  joint, 
depth  and  character  of  material  or  foundation  as  are"  ample  to  carry 
the  load  to  be  put  upon  it  by  the  rolling  stock  which  it  was  intended  to 
carry,  but  no  sooner  has  such  construction  been  completed  and  put 
into  use  than  the  weight  of  the  rolling  stock,  and  the  movement  of 
the  same  over  it,  is  almost  immediately  increased  to  provide  increased 
carrying  capacity  to  take  care  of  the  ever  increasing  business. 

If  this  is  a  fact,  how  is  it  possible  to  determine  in  advance  or  even 
hazard  a  guess  at  the  ultimate  life  of  such  physical  property  when  its 
use  is  constantly  changing  from  day  to  day.  month  to  month  and  year 
to  year. 

Similar  illustrations  could  l)e  cited  relative  to  rolling  stock, 
generators,  engines,  boilers,  and  in  fact  every  physical  element  of 
electric   railway  property. 

(2)  Physical  Use:  The  use  of  railway  physical  property  is  neces- 
sarily a  purely  local  one  with  each  individual  property,  and  no  two 
properties,  even  though  of  very  similar  construction  and  nature,  would 
have  the  same  amount  and  character  of  use,  to  the  extent  that  they 
would  be  comparable. 

The  use  of  one  item  of  physical  property  depends  greatly  upon  some 
other  item  to  which  it  is  closely  related.  For  instance,  the  use  of  track 
depends  largely  upon  the  weight  and  physical  condition  of  rolling 
stock,  and  also,  to  some  material  extent,  on  the  character  and  amount 
of  vehicle  traffic.  The  physical  condition  of  track  and  rolling  stock  is 
also  closely  related  to  the  condition  of  the  overhead  construction, 
motors,  generating  plants,  etc. 

Use  may  wear  out  the  same  item  of  physical  property  in  one,  five, 
ten,  thirty,  fifty  years  or  more,  depending  upon  the  amount  and 
character  of  such  use,  which  is  necessaril}^  governed  by  some  or  all 
of  these  other  basic  elements.  To  attempt  to  establish  the  life  of 
railway  physical  property  based  upon  Use  would  result  in  as  many 
different  periods  of  life  as  there  are  properties  under  consideration. 

CLIMATIC  AND  SOIL   CONDITIONS 

On  no  two  separate  properties  are  climatic  and  soil  conditions  so 
similar  that  the  physical  elements  of  such  properties  would  not  be 
affected  differently.  A  coast  property  would  be  affected  by  the  salt 
water  and  salt  air  while  one  inland,  not  fifty  or  one  hundred  miles 
away  would  not  be  subject  to  such  more  or  less  destructive  elements. 
Property  in  a  mild  climate  would  not  be  affected  by  the  conditions  met 
with  in  a  cold  climate.  Wet  and  dry  climates  affect  physical  prop- 
erties differently,  as  also  do  the  different  soils  of  different  localities. 
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Construction  on  a  rock  foundation  has  a  materially  ditterent  physical 
life  than  a  construction  on  any  less  firm  foundation.  Two  localities  may 
have  the  same  soil  but  one  is  situated  topographically  so  that  it  is 
easily  subjected  to  adequate  drainage,  while  the  other  may  be  almost 
impossible  of  drainage  owing  to  its  topography.  This  would  also  affect 
differently  the  physical  life  of  each.  Any  attempt  to  establish  the  life 
of  railway  physical  property,  based  upon  Climatic  and  Soil  Conditions, 
would  result  in  as  many  different  periods  of  life  as  there  are  prop- 
erties  under  consideration. 

MAINTENANCE 

On  maintenance  necessarily  depends  the  amount  of  use  to  which 
physical  property  can  be  subjected,  and  the  kind  of  maintenance  de- 
pends, to  a  most  material  extent,  on  the  amount  of  earnings.  A  prop- 
erty maintained  to  a  high  standard  of  operating  efficiency  would  nat- 
urally have  longer  life  than  a  similar  property  maintained  in  a  less 
high  state  of  efficiency.  To  illustrate :  A  firmly  constructed  and  ade- 
quately maintained,  smooth  running  track,  must  affect  more  favorably 
the  life  of  the  rolling  stock  and  its  electrical  equipment,  the  overhead 
construction,  the  generating  plant,  etc.,  than  would  a  rough  track  less 
firmly  constructed  and  less  adequately  maintained.  A  study  of  Mainte- 
nance Cost  of  various  street  railway  properties  will  develop  the  fact 
that  any  attempt  to  establish  a  life  of  railway  physical  property  based 
on  Maintenance  would  result  in  as  many  different  periods  of  life  as 
there  are  such  properties  under  consideration. 

INADEQUACY 

This  is  a  subject  relating  to  life  of  railway  physical  property  that 
is  too  often  confused  with  physical  depreciation.  As  stated  in  our 
opening  paragraph  on  "use"  an  item  of  physical  property  may  have 
been,  at  the  time  it  was  installed,  fully  adequate  for  the  purpose  for 
which  it  was  designed,  but,  owing  to  the  wonderful  strides  in  electric 
art  and  the  ever  increasing  demand  of  the  public,  which,  to  a  large 
extent,  is  responsible  for  the  increased  weight  and  sizes  of  various 
elements  of  a  property,  such  property  has  thus  become  inadequate 
though  no  material  apparent  physical  deterioration  exists  at  the  time 
of  its  inadequacy.  Physical  property  could  be  adequate  in  one  locality 
and  inadequate  in  another  locality  though  used  for  the  same  purpose. 

To  attempt  to  establish  the  life  of  railway  physical  property  based 
on  Inadequacy  would  result  in  as  many  different  periods  of  life  as 
there  are  properties  under  consideration. 

OBSOLESCENCE 

As  in  the  case  of  Inadequacy,  Obsolescence  is  often  confused  with 
physical  depreciation.  Obsolescence  is  also  often  confused  with  Inade- 
quacy, whereas  they  are  not  necessarily  related.  Physical  property  be- 
comes obsolete,  not  necessarily  through  depreciation  of  such  property 
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itself  but  by  reason  of  the  improvement  in  the  art  of  the  ever  increasing 
demand  of  the  too  critical  public,  often  voiced  through  demagogues. 
The  end-entrance  car  of  yesterday  may  be  obsolete  as  compared  with 
the  side-entrance  care  of  today,  but  nevertheless  this  end-entrance  car 
of  yesterday  may  be  in  as  good  physical  condition  as  the  side-entrance 
car  of  today,  or  the  four  pole  motor  of  yesterday  may  be  obsolete  as 
compared  with  the  inter-pole  motor  of  today.  Numerous  other  illus- 
trations could  be  given  along  this  line  concerning  various  elements  of 
physical  property  to  the  end  that  any  attempt  to  determine  the  life 
of  railway  physical  property  based  on  Obsolescence  would  result  in  as 
many  different  periods  of  life  as  there  are  properties  under  con- 
sideration. 

THE  HUMAN  ELEMENT 

This  is  the  most  variable  and  inconsistent  element  both  as  relating 
to  the  public  and  the  utility,  with  which  we  have  to  deal.  The  public 
of  one  locality  may  be  content  and  satisfied  with  the  physical  railway 
conditions  of  its  locality,  while  the  public  of  a  different  locality 
would  take  an  entireh-  different  viewpoint  and  enforce  a  more  severe 
and  often  unjust  condition  on  its  railway  utility. 

Again  those  in  charge  of  physical  elements  of  property  and  the 
force  under  them  in  one  locality  may  not  be  as  efficient  as  those  of 
some  other  similar  locality,  also  their  method  may  be  entirely  different 
occasioned  by  the  differing  conditions  to  be  met.  Any  attempt  to 
establish  the  life  of  physical  property  based  on  The  Human  Element, 
as  found  in  each  of  such  properties,  would  result  in  as  many  different 
periods  of  life  as  there  are  properties  under  consideration. 

PUBLIC  DEMAND 
The  mere  suggestion  contained  in  the  title  opens  up  many  lines  of 
thought  directly  applicable  to  our  subject.  This  Public  Demand  is 
often  inconsistent,  without  reason  and  unlimited,  and  receives  serious 
attention  from  municipal  and  State  authorities  and  commissions  re- 
gardless of  contract  agreement,  rates  of  fares,  earnings,  etc.  It  is  an 
ever  increasing  element  that  cannot  be  applied  equally  in  one  locality 
and  in  another  as  such  demands  on  different  properties  affect  dif- 
ferent physical  items  of  such  properties.  Any  attempt  to  establish  the 
life  of  physical  property,  based  upon  Public  Demand,  would  result  in 
as  many  different  life  periods  as  there  are  properties  under  con- 
sideration. 

EARNINGS 
After  devoting  as,  much  time  as  you  will  to  unitizing  into  composite 
form  all  of  the  foregoing  elements  affecting  the  life  of  railway 
physical  property,  you  come  up  against  the  very  essence  of  the  whole 
problem,  namely,  Earnings.  A  study  of  this  subject  will  more  than 
likely  undo  all  of  the  so-called  unitizing  that  you  iray  have  in  some 
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theoretical  manner  worked  out,  for  all  of  these  other  elements  are 
necessarily  correlated  to  Earnings.  On  no  two  electric  railway  prop- 
erties are  the  numerous  conditions  affecting  Earnings  similar.  In 
addition  to  the  wide  difference,  as  between  localities,  of  the  basic 
elements  affecting  the  life  of  railway  physical  property,  there  is  also 
a  great  difference  relating  to  franchise  conditions  and  rates  of  fares 
which  directly  and  unequally  influence  the  Earnings  of  contrasting 
properties. 

Those  representing  the  Engineering  Association  can  bear  evidence 
that,  while  they  provide  to  their  yearly  estimate  for  certain  renewals 
of  the  property  in  their  charge,  it  is  a  fact  that  such  property  may  not 
have  been  renewed  at  the  time  they  provided  for  it  to  be  renewed, 
and  sometimes  not  for  several  years  later,  their  estimate  having  in  the 
interim  been  held  up  by  the  management  for  financial  reasons.  This 
same  property  continues  to  give  merely  the  same  service  at  no  mate- 
rially increased  cost  of  operation  proportioned  on  the  earnings  it  pro- 
duces. 

These  engineers  will  also  tell  you  that  in  making  up  their  yearly 
estimate  for  renewals,  they  do  not  turn  to  a  pigeon-hole  in  their  desk 
and  take  out  an  "Average  of  the  life  of  railway  physical  property" 
table  and  reason  — 

The   table   shows   that   this   item   of   physical  property   has   beeii 
in  use  for  so  many  years,  therefore,  it  must  be  replaced, 

but  win  tell  you  that  they  determine  these  problems  from  an  intimate 
knowledge  of  their  property  supplemented  by  a  direct  examination  of 
the  physical  condition  of  the  item  under  consideration. 

Who  has  as  yet  been  able  to  define  satisfactorily  where  Mainte- 
nance Ends  and  Depreciation  Begins?  The  necessity  that  is  vital  to  the 
electric  railway  of  today  is  not  for  some  theoretical  rule  or  theory  for 
estimating  the  life  of  railway  physical  property,  but  rather  for  some 
definite  and  fixed  means  of  insuring  the  Earnings  necessary  to  take 
care  of  any  actual  amount  of  deterioration  that  occurs.  Our  electric 
railway  properties  can  be  maintained  at  any  efficient  state  of  usefulness 
that  the  public  may  demand  and  will  pay  for,  but  so  long  as  the 
maximum  fare  is  limited  while  this  public  demand  is  unlimited,  the 
amount  to  be  deducted  from  Earnings  for  such  purposes,  must  neces- 
sarily rest  in  the  judgment  of  those  having  in  charge  the  financial 
management  of  these  properties. 

CONCLUSION 

The  Committee  of  1913  has  used  sincere  and  earnest  endeavor  to 
comply  with  this  purpose  for  which,  in  part,  it  was  brought  into  being, 
and  has  come  to  the  foregoing  conclusions  only  after  a  thorough 
study  of  the  subject  with  all  the  data  before  it. 

This  Committee  during  the  past  two  years  has  consistently  en- 
deavored   to    secure    from    qualified    representatives    of    member    com- 
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panics  of  these  Associations  and  others,  figures  expressing  in  years 
the  length  of  life  of  the  elements  of  railway  physical  property.  Two 
inquiry  forms  have  been  sent  out  and  personal  solicitations  for  careful 
consideration  and  answers  made.  The  past  year,  the  form  which  had 
previously  been  sent  out  was  amplified  along  lines  suggested  in  the 
discussion  at  last  year's  Convention. 
The  result  of  this  careful  effort  was 

(a)  That    several    replies    were    received. 

(b)  That    many    wrote    confessing    inability    to    express    any 

opinion   of   value. 

(c)  That  many,  as  usual,  ignored  the  matter  entirely. 

An  examination  of  replies  received  shows  a  wide  divergence  of 
opinion  as  expressed  in  figures  among  those  qualified  to  judge  by 
actual  experience  and  training.  Those  having  had  practical  experience, 
for  the  most  part  felt  that  any  attempt  to  express  at  present  the  life 
of  railway  property  explicitly,  in  years,  was  at  best  a  guess. 

All  this  goes  to  emphasize  the  conclusions  of  the  Committee  that 
life  of  railway  physical  property  cannot  at  present  be  expressed  in  any 
tables  measuring  the  life  either  in  years  or  units  of  use;  that  where 
such  are  attempted,  they  are  merely  estimates  and  often  no  better  than 
guesses. 

In  the  present  inconclusive  state  of  the  data  received,  the  Com- 
mittee does  not  feel  justified  in  submitting  any  compilation.  We 
suggest,  however,  that  the  replies  be  filed  in  the  Secretary's  office, 
for  the  use  of  members.  We  also  suggest  that  the  work  be  continued 
with  an  endeavor  to  establish  actual  life  conditions,  in  individual 
instances  and  in  tangible  form,  rather  than  estimates. 
Respectfully   submitted, 

R.  N.  Wallis,  Co-Chairman, 
Martin  Schreiber,  Co-Chairman, 
A.  R.  Patterson, 
H.  E.  Weeks, 
R.  B.  Rifenberick, 
Edwin  Gruhl, 
Committee  on  Life  of  Raikvay  Physical  Property. 

President  Schreiber: — As  indicated  on  the  program,  we 
will  now  have  an  address  on  Life  of  Railway  Physical  Property. 
I  take  pleasure  in  introducing  to  you  Mr.  William  McClellan, 
Consulting  Engineer  of  New  York  and  formerly  Electrical 
Engineer  of  the  Public  Service  Commission  of  the  State  of 
New  York. 
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LIFE   OF   RAILWAY   PHYSICAL   PROPERTY 

By  William  McClellan,  Consulting  Engineer, 
Xew  York,   X.   Y. 

I  am  not  sure  just  why  Mr.  Schreiber  has  asked  me  to  make  an 
address  on  this  subject,  when  I  think  of  the  report  that  has  been  read. 
It  covers  every  possible  point  that  anyone  could  raise  in  connection  with 
this  subject.  It  hits  the  nail  squarely  on  the  head,  and,  therefore,  all 
that  I  can  do  is  to  clinch  it.  The  immediate  need  for  proper  infor- 
mation in  regard  to  the  life  of  railway  apparatus  arises  in  connection 
with  accounting.     There  is  no  disputing  the   facts. 

We  know  that  railway  apparatus  either  wears  out  or  must  be  sub- 
stituted by  other  apparatus  on  account  of  obsolescence  or  inadequacy. 
At  times  it  may  seem  to  be  lasting  indefinitely,  but  it  is  burning  up  as 
surely  as  is  the  coal  which  is  shoveled  under  boilers.  If  we  are  to 
know  all  that  it  costs  us  to  do  business,  then  expenses  for  apparatus 
and  equipment  must  be  included.  There  are  penalties  if  too  great  a 
life  for  this  apparatus  is  estimated,  and  there  are  other  penalties  if  too 
short  a  life  is  estimated.  The  accountants  have  asked  the  question, 
and  it  would  be  a  great  convenience  if  the  engineers  could  find  a 
definite  answer. 

The  report  says  distinctly  and  emphatically  that  a  general  table  for 
giving  the  length  of  life  for  various  pieces  of  railway  apparatus  and 
equipment  cannot  be  made.  Fortunately  it  has  gone  further  and  given 
ample  reasons  for  the  inability  of  the  engineer  to  construct  such  a 
table.  The  Committee's  report  is  so  well  written  and  its  work  is  so 
well  done,  that  I  can  conceive  of  no  possible  discussion  not  given, 
which  would  shed  any_  further  light  on  this  intricate  subject. 

As  an  example,  take  the  ordinary  street  railway  motor.  It  is  fairly 
well  standardized  today.  Let  us  assume  that  the  motor  is  installed 
as  part  of  a  new  railway  system  in  a  town  which  has,  heretofore,  not 
had  electric  railway  service.  If  the  conditions  of  this  service  are 
absolutely  fixed  and  permanent,  there  are  many  street  railway  men 
today  who  could  give  fairly  accurate  information  in  regard  to  the  life 
of  this  motor,  provided  a  variety  of  conditions  is  met  in  its  operation. 
The  report  clearly  shows,  however,  that  this  is  the  most  that  anyone 
could  do.  The  life  as  determined  liere  would  not  apply  elsewhere, 
unless  all  conditions  were  exactly  the  same.  Atmospheric  conditions 
vary  greatly  from  place  to  place;  standards  of  maintenance  vary 
greatly;  operating  conditions,  even  though  the  motor  be  perfectly 
fitted  to  its  work,  affect  the  life  of  the  motor  to  a  marked  degree.    For 
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example,  one  motor  may  have  to  start  and  stop  much  more  frequently 
than  another.  The  town  may  or  may  not  grow.  If  it  does  grow,  the 
motor  may  become  inadequate  for  later  demands,  and  a  part  of  its  life 
may  have  to  be  sacrificed.  Extensions  may'  be  made  to  the  system  on 
which  new  grades  are  encountered  which  may  affect  the  life  of  the 
motor  seriously.  Motormen  may  or  may  not  be  well  trained  in  the 
handling  of  equipment.  This,  and  many  other  causes,  as  noted  in  the 
report  of  the  Committee,  all  operate  to  render  the  life  of  a  piece  of 
railway  apparatus  very  uncertain. 

It  is  clear,  however,  that  the  accountants  must  have  some  answer 
to  their  question,  because  they  must  introduce  this  life  into  their 
accounts.  The  report  says  truly,  that  a  general  table  cannot  be  made. 
Therefore,  the  accountant  must  fall  back  on  his  own  engineer  and 
the  latter  must  make  a  study  of  his  own  operating  conditions,  and 
estimate  as  best  he  can.  It  is  customary  for  the  engineer  to  revise 
these  estimates  from  year  to  year,  taking  into  consideration  the 
service,  the  development  of  the  year,  and  the  development  of  the 
immediate  property  concerned.  The  accountant  does  well  to  lay 
stress  upon  this  subject  to  a  marked  .degree.  He  must  consider  depre- 
ciation, first  to  obtain  the  correct  cost  of  doing  business,  and  second  to 
be  able  to  set  up  a  proper  reserve  account  in  order  to  take  care  of  this 
expense  when  it  must  be  made  in  the  future. 

There  is  a  much  broader  aspect  to  this  subject,  however,  which 
deserves  consideration;  and  that  is,  to  recognize  at  all  times,  that 
the  apparatus  has  a  life.  I  think  this  has  been  forgotten  very  fre- 
quently in  the  past;  at  least  it  has  been  forgotten  that  the  life  of  the 
apparatus  is  worth  a  definite  sum  of  money.  None  of  the  life  can  be 
discarded  or  wasted  without  interest.  True,  it  has  been  generally 
recognized  in  connection  with  maintenance.  The  best  engineers  have 
given  a  large  amount  of  time  and  energy  to  the  establishment  of 
proper  methods  for  handling  apparatus,  inspection,  and  kindred  sub- 
jects. Tlieir  work  in  this  connection  has  had  large  results  in  reducing 
the  cost  of  operating.  FrequentW,  however,  the  same  attention  has 
not  been  fixed  on  the  value  of  the  remaining  life  of  apparatus  which 
someone  desired  to  discard  or  to  take  out  of  service. 

Before  the  days  of  regulation  by  governmental  bodies,  companies 
generally  speaking  could  be  divided  into  two  classes  :  first,  those  who 
had  insufficient  earnings  and  therefore  were  not  in  a  position  to  decide 
on  proper  methods  of  operation  or  of  management,  but  had  to  rub 
along  making  the  best  of  conditions;  second,  those  companies  which  had 
ample  earnings  and  therefore  were  not  under  the  necessity  of  giving 
the  very  closest  attention  to  expenditures  of  various  kinds.  Very 
frequently,  the  first  class,  perforce,  at  their  own  expense  and  at  the 
expense  of  the  public  kept  apparatus  in  service  beyond  its  natural 
life.    The  second  class  on  the  other  hand,  to  suit  the  fads  and  fancies 
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of  the  moment,  or  the  extraordinary  demands  of  the  public,  discarded 
apparatus  before  its  life  had  fully  run  out,  all  things  considered.  As 
a  simple  example  of  this  point,  everyone  knows  that  there  are  many 
places  in  this  country  where  heavy  double  truck  cars  have  been  put 
into  service  for  no  good  reason  whatever,  and  simply  because  they  are 
in  use  somewhere  else. 

It  is  well  known  to  you  all,  however,  that  the  margin  in  profit  in 
connection  with  electric  railroading  has  been  decreasing  steadily  with 
regulation  by  the  public,  and  the  public  is  in  a  position  to  demand 
more  and  more  that  favorable  and  adequate  service  be  given.  At  the 
same  time,  the  public  is  not  disposed  to  pay  in  proportion.  The  com- 
pany, therefore,  must  see  to  it  that  absolutely  nothing  is  wasted.  It  is 
the  prime  business  of  the  engineer  to  get  the  last  second  of  proper 
service  life  out  of  every  particle  of  his  equipment.  He  must  make  it 
plain  to  the  other  departments  of  his  com.pany,  that  life  is  money. 
He  cannot  afford  any  changes  to  apparatus  and  equipment  u^iless  he 
can  be  shown,  in  advance,  very  definitely  that  the  changes  will  pay. 

I  do  not  know  that  there  is  anything  more  for  me  to  say,  except  to 
repeat  that  I  value  the  report  very  highly.  Very  frequently  engineers 
are  inclined  to  do  what  they  are  asked  to  do,  whether  it  is  really  a 
practical  thing  or  not.  This  Committee  has  thought  it  better  to  come 
out  and  flatly  refuse.  It  has  done  this  in  spite  of  the  fact  that  many 
Commission  Engineers  have  arranged  life  tables  for  physical  property 
and  used  them.  Experience  has  shown,  however,  that  while  such 
displays  may  be  of  some  general  use,  particularly  to  the  inexperienced 
person,  they  cannot  be  accurate.  Good  engineers  of  experience  make 
use  of  them  as  starting  points  only.  Moreover  it  is  quite  true  that  in 
very  large  companies  with  a  great  variety  of  apparatus  and  eciuipment, 
inaccuracies  at  one  part  of  the  table  will  balance  those  at  another 
part,  and  the  final  result  may  be  nearly  correct.  This,  however,  does 
not  give  confidence  to  those  who  have  detail  knowledge.  Let  me  say 
in  conclusion,  that  I  heartily  concur  in  the  report  of  the  Committee  in 
every  detail. 

Mr.  Crecelius  : — I  am  sure  we  all  enjoyed  very  much  the 
interesting  and  instritctive  address  Mr.  McClellan  has  given 
us.  It  is  the  first  time  we  have  had  pointed  out  to  us  the 
important  factors  in  determining  the  life  of  apparatus.  I 
therefore  move,  Mr.  President,  that  we  extend  our  thanks 
to  Mr.  McClellan  for  his  very  interesting  and  instructive 
address. 

(Motion  duly  seconded  and  carried.) 
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Discussion    of    Report    of    Couiniittee    on    Life    of    Railn'oy 
Physical  Property 

President  Sciireiuer  : —  Does  any  one  else  care  to  discuss 
this  report? 

Mr.  Larson  : —  I  am  identified  with  one  of  the  Pubhc  Serv- 
ice Commissions  —  Wisconsin,  in  fact,  and  in  that  connection 
permit  me  to  state  that  we  have  had  occasion  to  try  for  many 
years  to  determine  the  average  Hfe  of  physical  properties.  I 
thmk  that  we  have  arrived  at  the  same  conclusion  that  this 
Committee  has,  and  the  same  conclusion  which  was  represented 
by  the  last  speaker.  That  does  not  mean  we  are  not  making 
use  of  life  tables  however.  We  have  a  tentative  life  table 
made  up  for  most  of  our  property.  When  our  engineers  are 
sent  to  value  a  piece  of  property  or  a  piece  of  apparatus,  they 
take  this  life  table  with  them  and  use  it  as  a  starting  point. 
A  study  is  then  made  of  the  item  under  consideration  with 
reference  to  its  actual  physical  condition.  The  whole  state  of 
the  art  as  well  as  the  probable  future  requirements  of  the  par- 
ticular situation  are  given  consideration,  and  there  is  no  doubt 
in  my  mind  but  that  a  tentative  life  table  is  a  decided  assist- 
ance as  a  basis  for  determining  present  value.  But  I  heartily 
discourage  any  attempt  to  arrive  at  such  value  on  the  basis 
of  a  life  table  alone  without  the  necessary  inspection  and  study. 

Mr.  Young: — Mr.  Chairman  and  gentlemen,  it  is  some- 
what difficult  to  discuss  this  paper  after  ]^Ir.  McClellan's  able 
discussion.  I  think  the  two  Associations  ought  to  be  con- 
gratulated upon  the  work  of  their  joint  Committee,  not  alone 
because  they  pointed  out  the  factors  that  afifect  the  life  of 
railway  physical  property,  but  because  of  their  recommenda- 
tion, which  is,  that  each  company  should  study  the  life  of  its 
physical  property.  That  recommendation  seems  to  me  to  be 
very  fitting,  and  most  important  to  us  all.  It  is  very  neces- 
sary, I  think,  for  two  reasons.  One  is  that  vv'e  may  be  al)le 
to  determine  what  our  actual  costs  are,  as  there  is  not 
a  more  important  matter  for  any  company  to  ascertain. 
The  other  reason  is  that  an  accurate  knowledge  of  life  of  rail- 
way physical  property  in  any  particular  company  —  and  that 
knowledge   cannot  be   obtained   without   first   obtaining   some 
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knowledge  of  the  conditions  which  exist  upon  every  property 
—  is  important  because  of  its  bearing  upon  the  desirabihty  of 
additional  investments.  AA'^hat  I  mean  by  that  is,  by  knowing 
the  life  of  a  piece  of  property,  we  can  determine  wdiether  it 
is  worth  while  making  an  investment  in  it  or  not. 

Mr.  Harte  : — In  the  old  and  well-established  business  of 
life  insurance,  life  tables  are  used  to  great  advantage,  and  in 
considering  the  lives  of  machines  we  can,  to  a  certain  extent, 
follow  life  insurance  practice,  but  it  must  always  be  remem- 
bered that  a  life  table  is  applicable  only  wdien  we  are  dealing 
either  with  average  conditions,  or  with  such  widely  diversified 
conditions  as  will  give  a  fair  average  for  their  mean. 

With  a  large  property,  made  up  of  diverse  units  and  which 
has  had  in  its  various  parts  all  kinds  of  upkeep,  life  tables 
can  be  used  to  give  a  very  fair  average  value,  but  if  the  system 
is  ail  old  one,  which  has  had  consistent  treatment,  whether 
good  or  bad,  it  will  be  necessary  to  determine  specifically  the 
conditions. 

To  go  back  to  the  case  of  the  individual.  Life  insurance 
is  based  on  life  tables,  but  in  practice  the  values  of  the  latter 
are  modified  by  the  character  of  the  risk,  whether  preferred, 
hazardous,  extra  hazardous,  or  otherwise,  and  the  more  im- 
portant the  case  the  more  carefully  it  wdll  be  determined  what 
corrections  should  apply  to  the  table  values. 

Briefly,  if  an  appraisal  is  made  for  the  purpose  of  deter- 
mining with  reasonable  accuracy  the  value  of  a  property,  and 
it  is  not  likely  to  come  into  serious  controversy ^  a  good  mixture 
of  life  tables,  experience  and  common -sense  will  give  very 
close  total  values.  But  if  the  appraisal  must  stand  the  investi- 
gation of  the  courts  —  and  it  is  always  well  to  remember  that 
questions  in  dispute  come  for  a  final  determination  before  the 
keenly  analytical  Supreme  Court  —  it  must  be  an  appraisal  of 
facts  in  detail. 

I  have  in  mind  a  case  in  my  own  experience.  A  well  known 
firm  of  engineers  was  called  on  to  determine  the  value  of  a 
certain  property,  and  entirely  properly  for  that  particular  use, 
applied  average  tables,  obtaining  a  total  value  within  a  few 
per  cent  of  the  facts.  Later  the  question  came  into  the  courts, 
and  a  new  appraisal  had  to  be  made  because  the  average  tables 
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would  not  work  backwards  and  give  correct  results  in  the  de- 
tail. In  the  court  test  the  engineer  is  confronted  with:  "  You 
say  the  property  is  worth  so  much.  How  do  you  arrive  at 
that  value?"  and  the  only  answer  is  to  get  down  to  the  cold 
hard  tacts  and  show  item  by  item  how  the  total  was  reached, 
and  that  it  is  right.  You  cannot  get  the  courts  to  accept  the 
statement  that  "  because  Tom  Jones'  similar  machine  in  Osh- 
kosh  had  a  life  of  twenty  years,  this  also  has  a  life  of  twenty 
years,  and  this  having  lived  ten  years,  it  therefore  has  a  further 
life  of  ten  years." 

Mr.  McClellan  : —  I  am  very  glad  that  this  question  of 
testimony  in  courts  has  been  raised.  The  court  or  commis- 
sion, if  intelligent,  does  ask  for  the  basis  of  a  valuation  or  of 
the  depreciation.  This  necessity  is  largely  the  reason  for  con- 
struction of  life  tables.  I  think,  however,  that  their  need 
will  be  served,  if  the  engineer  is  able  to  show  that  he  has  given 
careful  consideration  to  the  immediate  property  under  discus- 
sion. I  have  seen  so  many  court  and  commission  cases  fail 
because  the  engineer  has  not  given  proper  attention  to  local 
conditions,  but  has  relied  entirely  upon  life  tables  made  up  for 
general  conditions.  The  court  or  commission  has  refused  to 
agree  that  such  tables  could  apply  generally,  and  has  demanded 
that  the  engineer  be  definite  and  specific  in  his  study  and 
testimony. 

It  is  interesting  to  note  the  use  of  the  word  "  life  "  by  one 
of  the  speakers.  When  an  insurance  company  rates  a  man, 
they  rate  him  simply  as  dead  or  alive.  What  the  man  can  do 
never  enters  into  their  discussion.  If  we  were  expected  to 
rate  railway  apparatus  on  this  system,  we  might  arrange  a 
life  table.  If,  however,  we  must  bring  into  consideration  the 
question  of  usefulness  and  what  the  proper  service  life  is,  the 
problem  is  almost  impossible  of  solution.  Considering  man 
again,  you  all  know,  as  well  as  I  do,  that  some  men  live  three 
lives  in  thirty  years,  and  others  could  not  live  a  decent  life 
of  service  if  they  existed  for  500  years. 

President  Schreiber: — Mr.  Wallis,  will  you  please  close 
the  discussion. 
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Mr.  Wallis  : — Mr.  Chairman,  I  have  nothing  to  add  to  the 
report  except  to  say  that  I  am  glad  to  find  such  strong  sup- 
port of  the  Committee's  position  from  a  gentleman  who  has 
had  experience  from  the  regulating  side  of  the  business.  It 
is  indeed  a  compliment  to  us,  as  a  Committee,  that  he  is  willing 
to  back  us  up. 

The  further  I  have  gone  into  this  study  of  the  Committee's 
work,  the  more  I  appreciate  the  extreme  complication  and  in- 
tricateness  of  all  that  has  to  bear  upon  the  life  of  railway 
property.  You  go  further  into  these  matters  than  we  have 
considered  —  into  matters  of  appreciation  and  preservation, 
and  the  use  of  preservatives,  and  it  opens  a  wide  field  of 
thought. 

Mr.  Forse: — Mr.  President,  I  move  the  report  of  the 
Committee  be  accepted  and  filed. 

(Motion  duly  seconded  and  carried.) 

President  Schreiber: — That  ends  the  joint  session  and  the 
meeting  stands  adjourned. 


FRIDAY    SESSION 

October  17,  1913 

X'ice-President  Glover: — The  meeting  will  please  come 
to  order.  It  is  important  that  we  complete  our  program 
promptly  to-day,  and  the  order  of  business  will  be  changed 
slightly  to  accommodate  some  gentlemen  who  have  papers  to 
present,  and  who  have  asked  that  their  papers  come  up  at  a 
certain  time.  The  first  item  on  the  program  will  be  the  Report 
of  Committee  Co-operating  with  the  United  States  Bureau  of 
the  Census,  Mr.  A.  L.  Linn,  Jr.,  Chairman.  As  Mr.  Linn 
is  not  present  nor  any  member  of  the  Committee,  I  will  ask  the 
Secretary  to  read  the  report. 

REPORT    OF    COMMITTEE   CO-OFERATING   WITH    THE 
UNITED  STATES  BUREAU  OF  THE  CENSUS 

To  The  Aiiiericaii  Electric  Railway  Accountants'  Association : 

Gentlemen: — In  accordance  with  the  instructions  of  the  Executive 
Committee,  the  Committee  appointed  to  co-operate  with  the  United 
States  Census  Bureau  in  the  preliminary  work  regarding  the  United 
States,  census  of  1912  had  several  meetings.  It  communicated  with 
Mr.  W.  M.  Steuart,  chief  of  the  division  of  manufactures  of  the 
Census  Bureau,  and  its  members  also  discussed  the  work.  The  Com- 
mittee held  several  meetings  with  Mr.  Steuart  and  discussed  the  form 
of  the  questions  which  were  to  be  embodied  in  the  blank  reports  sent  to 
all  of  the  electric  railway  companies  in  the  country.  The  Committee 
tried  to  render  what  service  it  could  to  the  end  that  the  form  of 
report  might  yield  the  most  satisfactory  results  in  accuracy  and  com- 
pletenesS'  of  the  census. 

As  the  completed  totals  of  the  census  report  are  invaluable  to  the 
electric  railway  industry  and  can  be  obtained  in  no  other  way  than 
through  this  bureau  of  the  Government,  the  work  assigned  to  the 
Committee  constituted  an  important  part  of  the  activities  of  the 
Association  during  the  year.  The  Committee  wishes  to  express  its 
appreciation  of  the  co-operation  which  it  received  from  Mr.  Steuart 
and  the  Census  Bureau. 

Respectfully  submitted, 

A.  L.  Linn,    Jr.,     Chairman, 

W.  H.  FoRSE,  Jr., 

M.  R.  Boylan, 

Committee  Co-operating  -zeith  the 
:  United  States  Bureau  of  the  Census. 

[219] 
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Vice-President  Glover  : —  Gentlemen,  you  have  heard  the 
report  of  the  Committee.  Is  there  any  discussion,  and  what 
action  shall  we  take? 

A  motion  was  made  and  seconded  that  the  report  be  received 
and  filed.     (Motion  carried.) 

Vice-President  Glover  : —  The  next  order  of  business  is 
the  address,  "  The  Census  of  Electric  Railways,"  by  Mr.  Wil- 
liam M.  Steuart,  Chief  Statistician  for  Manufacturers,  Bureau 
of  the  Census,  Washington,  D.  C.  We  have  a  letter  from  Mr. 
Steuart,  saying  that  he  regrets  he  is  unable  to  be  present  and 
deliver  the  address,  and  he  recommends  that  the  Committee  be 
continued.  If  it  is  the  wish  of  the  Association  that  this  be 
done,  I  think  it  would  be  advisable  to  pass  a  resolution  or  have 
a  motion  made  that  the  Committee  be  continued  in  accordance 
with  Mr.  Steuart's  request. 

Motion  duly  made  and  seconded  that  the  Committee  be  con- 
tinued.     (Motion  carried.) 

Vice-President  Glover: — The  next  order  of  business  will 
be  the  report  of  the  Committee  on  Interline  Accounting,  Mr. 
L.  T.  Hixson,  Chairman.  As  there  are  no  members  of  the 
Committee  present,  I  will  ask  the  Secretary  to  read  the  report. 

Mr.  Boylan  : —  As  we  have  considerable  to  do  this  morning, 
I  move  that  the  report  be  embodied  in  the  minutes  as  printed 
and  considered  as  read. 

(Motion  duly  seconded.) 

Vice-President  Glover: — It  is  a  rather  long  report  and 
I  think  it  would  be  advisable  to  do  as  Mr.  Boylan  suggests, 
but  before  we  pass  on  the  motion,  I  think  it  would  be  well, 
however,  to  open  the  report  for  discussion.  Is  there  anyone 
who  has  any  remarks  to  make  on  any  portion  of  this  report? 
If  there  are  no  remarks,  the  motion  has  been  made  and  sec- 
onded that  the  report  be  accepted. 

(Motion  was  put  to  vote  and  carried.) 


Report   of   tlic    Committee   on   Interline   Aceoiinting     221 

REPORT    OF   THE   COMMITTEE    ON    INTERLINE 
ACCOUNTING 

To  The  American  Electric  Railzvay  Acconntants'  Association: 

Gentlemen. —  The  reports  heretofore  submitted  by  the  various  com- 
mittees on  Interhne  Accounting  have  been  revised  shghtly  by  this 
Committee  and  in  addition,  forms  and  methods  for  accounting  for 
interchange   of   equipment   are   outlined. 

In  order  that  all  recommendations  may  be  contained  in  one  report, 
such  sections  of  previous  reports  as  have  not  been  revised,  as  well 
as  changes  and  additions,  are  shown  herein. 

TICKET  ACCOUNTS 

Reports  to  be  made  by  selling  road  not  later  than  the  fifteenth  of 
the  following  month  on  form  shown  in  Fig.  i.  When  necessary  to 
advise  a  reporting  line  of  errors  in  report,  use  Fig.  2. 

INTERCHANGEABLE  COUPONS 

Bill  to  be  rendered  by  company  accepting  coupons  not  later  than 
the  fifteenth  of  the  following  month  (Fig.  3  —  new  form).  Advise 
by  letter  regarding  corrections  on  bills  rendered. 

Fig.  3,  new  form,  replaces  Figs.  3  and  4  shown  in  the  191 1  report 
of  this   Committee. 

BAGGAGE 

Report  to  be  made  by  company  checking  baggage  to  all  lines  in- 
terested. Fig.  5,  new  form,  replaces  Figs.  S  and  6,  shown  in  the  191 1 
report  of  this  Committee. 

freight  accounts 

Audit  Office  Settlement 

"Blanket"  form  of  way  bill  to  be  used.  (Fig.  7.)  All  bills  cover- 
ing freight  received  by  a  company  dviring  the  month  to  be  reported 
not  later  than  the  fifteenth  of  the  following  month  to  the  company 
on  whose  lines  the  shipments  originated,  as  well  as  to  all  intermediate 
lines  over  which  such  shipments  were  hauled.  Reports  to  be  made 
as   follows  : 

Abstracts.     (Fig.  8.) 
Division  Sheets.      (Fig.  9.) 
Summary.      (Fig.   10.) 

In  addition  to  these  regular  monthly  reports,  the  following  are 
used  when  necessary  : 

Statement  of  Differences 
(Fig.  II) 
Advising    the    line    making    the    original    report    of    errors    in    such 
reports.     This   form  is   not  used   for   unreported  way-bills,   such   bills 
being  listed  in  letter  tracer. 
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Correction  Account 
(Fig.   12) 
For   all   items  listed   on   statement  of   differences,  which  a   company 
accepts,    correction    account    is    issued    and    such    correction    accounts 
are  taken  into  account  in  the  summary  the  following  month. 

Errors  in  Reports 
Accounts  should  be  settled   in  accordance  with   reports  as   rendered 
and   corrections   adjusted   the    following  month,   except   for   any  large 
errors   or   errors   caused   by   carrying    footing    forward,   which    should 
be  corrected  and  the  reporting  company  advised  at  once. 

Corrections  on  Way-Bills 
(Fig.  13  —  New  Form) 
Corrections  oh  way-bills  should  be  taken  into  account  the  month 
received  and  accepted  (regardless  of  the  date  of  original  way-bill) 
by  entry  on  abstract  instead  of  using  correction  account  as  is  prac- 
tised by  some  companies.  These  corrections  may  be  noted  on  abstract 
and  added  or  deducted,  as  the  case  may  be.  The  Committee  is  of  the 
opinion  that  handling  corrections  in  this  manner  greatly  facilitates 
the  adjustment  of  the  account. 

Passing  Record 
(Fig.    14  —  New    Form) 

All  freight  passing  junction  should  be  entered  on  this  form,  which 
may  be  used  by  the  auditor  to  check  up  billing  from  or  to  foreign 
lines,  and  is  also  useful  in  detennining  condition  of  shipment  when 
delivered  to  or  received  from  foreign  line  in  case  of  claim. 

Unadjusted  Freight  Accounts 

All  unreported  way-bills  or  statements  of  difference  which  have 
not  been  accepted  are  carried  as  "  Unadjusted  Accounts."  This  list 
may  be  made  in  any  form,  as  it  is  a  memorandum  only  for  use  of 
the   road   making  it. 

Balancing  Local  and  Interline  Freight  Accounts 
The  total  interline  forwarded  by  a  company  added  to  the  total  re- 
ceived, as  shown  by  agents'  abstracts,  must  equal  the  total  interline 
received  by  such  company  added  to  total  forwarded,  as  shown  by 
agency  abstracts.  (See  Fig.  15.)  This  balance  is  made  before  com- 
mencing the  regular  interline  settlement  sheet,  as  shown  below,  and 
covers  current  month  only. 

Interline  Freight  Settlement  Sheet 
(Fig.   16) 
All   freight  accounts   from  the  various   sources   are   entered   on  this 
sheet  and  the  balances  for  all  agents,  as  well  as  each  company,  ?h(:wn. 
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The  "Unadjusted  Accounts"  totals  for  the  previous  month  are  de- 
ducted and  total  for  current  month  added.  If  the  proper  figures 
have  been  taken  into  account,  the  advances  received  and  forwarded 
will  check,  and  the  prepaid  received  and  forwarded  will  also  balance. 
The  amount  of  foreign  roads'  proportion  of  revenue  deducted  from 
the  total  revenue  freight  column  will  give  tho  net  freight  earnings 
of  the  company,  and  this  amount  carried  to  the  credit  in  che  "  Balance" 
column  will  make  the  total  debit  and  credit  footing  the  same. 

Interchange  of  Equipment 
The  forms  and  plans  submitted  are  intended  to  cover  interchange 
of  equipment  between  electric  roads  only.  Such  electric  lines  as 
have  interchange  arrangements  with  steam  roads  will  no  doubt  be 
required  to  use  the  standard  steam  road  blanks  which  are  not  en- 
tirely applicable  to  the  requirements  of  the  electric  lines. 

These   forms  are  based   on  the   following  rate  schedule  and   other 
rates  would  probably  require  a  slight  change  in  some  of  the  forms : 
Motor  Passenger — ■ 

$4.00  per  24-hour  day,  or  fraction. 
Trailer  Passenger  — 

$2.00  per  24-hour  day,  or  fractioft. 
Motor  Freight — - 
$3.00  per  24-hour  day,  or  fraction. 
■   Freight  Trailer    (Box,  Flat  or  Gondola)  — 
$0.50  for  1st  12  hours,  or  fraction. 
0.50  for  2d    12  hours,  or  fraction. 
1. 00  for  2d    24  hours,  or  fraction. 
1. 00  for  3d    24  hours,  or  fraction. 
1. 00  for  4th  24  hours,  or  fraction. 
2.00  for  5th  24  hours,  or  fraction  and  thereafter. 

Inasmuch  as  no  provision  is  made  for  keeping  book  record  of  move- 
ment on  lines  of  the  local  company  other  than  delivery  to  or  receipt 
from  foreign  lines,  the  junction  agent's  daily  interchange  report  is 
the  basis  for  all  other  records. 

Daily  Interchange  Report 

(Fig.  20) 

This  form  is  made  in  triplicate  by  the  agent  representing  the  road 

making  delivery  in  case  it  is  a  joint  agency.    One  copy  goes  to  Auditor 

of  each  line  and  agent  retains  copy  for  his  file.     In  case  there  are  two 

agents  (not  joint  agency)   four  copies  will  be  necessary. 

Ledger  Account 
(Fig.  21) 
From  the   daily   interchange   report  entry  is   made  on  ledger   form 
(Fig.  21)    on  sheet  bearing  the  proper  road  name  for  cars  belonging 
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to   that   road   which    have   been   received   by   home   road   or    delivered 
by  home  line. 

Entry  is  also  made  on  this  form  for  cars  owned  by  local  road 
showing  delivery  to  or  return  by  some  foreign  line.  Additional  entries 
are  made  on  this  form  to  show  movement  of  home  cars  on  roads 
which  do  not  make  physical  connection  with  home  line,  and  for 
which  postal  card  notice  is  sent. 

Postal  Card  Notice 

(Fig.   22) 

These  postal  card  notices  are  used  for  the  purpose  of  advising  road 
owning  car  when  any  of  its  cars  have  been  received  or  delivered  by 
a  road  which  does  not  make  physical  connection  with  such  owning 
line. 

Summary 

There  is  not  sufficient  interchange  between  electric  lines  to  require 
a  special  summary  form.  Each  line  should  render  bill  for  use  of  its 
cars  not  later  than  the  fifteenth  of  the  following  month. 

Statement  of  Interline  Account 

(Fig.  17) 

As  soon  as  all  entries  have  been  made   for  the  month,  a  statement 

of   account   should   be   rendered   to   each   road,   giving   the   debits   and 

credits  as   shown  by  company's  books   in  order  that  duplicate  reports 

may  be  requested  at  once,  if  any  should  be  missing. 

Settlement 
All  settlements  should  be  made  by  draft  for  the  balance  of  the 
account  including  all  classes  of  interline  business.  Such  d'raft 
(Fig.  18)  should  be  made  by  the  creditor  company  at  any  time  after 
the  twenty-fifth  of  the  following  month,  and  should  cover  the  items 
as   set   forth   in   Interline   Statement. 

JOURNAL  ENTRY  TO  GENERAL  LEDGER 

(Fig.  19) 
The  form  of  journal  entry  is  the  same  as  contained  in  the  1911 
report  of  this  Committee  and  will  meet  the  requirements  of  the  smaller 
lines.  The  larger  companies  will  no  doubt  carry  all  traffic  accounts 
in  a  Traffic  Ledger,  which  would  necessitate  a  more  condensed  entry 
to  the   General   Ledger. 

Respectfully    submitted, 

L.  T.  HixsoN,  Chairman, 
Irwin  Fullerton, 
e.  l.  schmock, 
Committee    on    Interline    Accounting. 
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Western  Traction  Company 

ACCOUNTING    DEPARTMENT 
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Fig.  3.     (New)      (8H"  x  14")     Sheet  No.  i 
(Supersedes  Figs.  3  and  4  in   191 1   Report) 
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Western    Traction   Company 

AUDITOR'S    OFFICE 


Summary  of  Account  as  per  division  sheets  and  correction  accounts  covering 


Interlude  Freight  received  from  and  via.. 

For  Month  of_ ..^C^i^,f<^c^_.._, I9L_A 
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Above  fliimtpary  covers  loterllDO  blUlog  to  ataUoDS  od  this  Road  Id  which  your  Company  Is  lotercsted.  In  order  to- 
facilitate  settlenieat,  we  will  accept  your  atHBtneot  covering  business  Received  from  or  via  this  Road,  any  errors  or  omls^loa* 
to  be  a4Ju0ted  Ui  aubscqueot  aununary. 
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NA/E;feTE:P?fM     XRACXION     COMPANY 


Compaoy^  Way-Bill  CorrecdoQ  No- <..??S.C? ^_  .■ 

^LXi/Vf~rX.A'fUjLir-.(^SutlOTi...>\^^ 
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I  tliKovered  Ih  "Way-BUls  ehiet  for»3rded  from  t 


INSTRUCTIONS      This •Corrcciioo  b  intended 

Number^  your  Corrections  consecutively  bp^innini;!  with  nmnber  c 
Separate  Correction  must  be  issued  for  each  Way-Bill  correcled. 
Authority  for  Correction  must  always  be  sbown  in  space  provided  therefor  abovo.  and  aU  Informaiioo  called  foi  by  Corrertioo  tboold  be  ito    -.  ji 

proper  spaces. 
Agents  must  use  great  care  in  handling  CoxTOCtions  as  any  credits  taken  in  error  wiU  not  bo  aUovcti. 

Receiving  Agent  must  n«I  iasue  Correction  reducing  advance  charges  or  increasing  prepay  of  anotlier  Agent,  but  when  errorBare  diacovered  In  thosa 
,  he  should  take  up  immediately  ly  icicphnr.e  or  mail  wiih  Forwarding  AftenI  and  request  a  Correction  Shoel.  changing  the 


>  proper  basis.^    U  uoreascnablo  delay  is  experienced  i 


iDg  such  Correction  Sheet,  the  matter  should  be  reported  to  Auditor. 


Fig.  13.     (New)     (Sy/'  x  ii") 
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Western  Traction  Company 


ISEIT'S  DAILY  REPORT  TO  AUDITOR,  OF  PlSSIliO  FREiSHT 

Junction  Agents  most  make  this  report  DAILY  to  cover  all  freight 
delivered  to  ConDccting  Lines  on  Interline  Way-Bills,  being  careful  lo  show 
coBditiOD  of  such  freight.  Have  Agent  of  Connecting  Line  sign  all  coplea. 
Send  Original  to  Auditor  of  your  Company  retain  a  copy  for  your  file  and 
tlve  one  or  more  copies  as  may  be  required,  to  Agent  of  Connecting  Line. 


]    Delivered  l 


CLo.  cCt^^ 


CD^^v»s^..  .„M  r\6,<^r,T<^, 


Fig.  14.     (New)     (8^"  x  14") 
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WESTERN  TRACTION  COMPANY 

AUDITOR'S    OP-F-ICe 

CHICACO.    ILL ^;^**ifcdy--^.4.J9l/... 

STATEMENT  OF  fcNTERUtJE  ACCOUNT  with 

iy^^lt^C^.-S^±.<a.^eXcitOr7t%^. COMPANY 

,,,-f«^^*i;t<;<A<^^k^k^-,-^??C^^. 
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... 

CR. 

Tickets 

^oB 

3o 

/  ,r  6 

^>T 

Baggage 

a 

2  0 

3 

6vr 

C.  E.  T.  A.  Coupons 

.4- 

74-/ 

^ 

V^5 

Freight 

:?  ^ 

w5-y 

Per  Diem 

^ 

g^ 

. 

Bal.  Due ^^.-^^r^^?::^.     <4^^- 

7 

^f 

*  2.  =?>, 

?v 

^  a.7 

?7 

Fig.   17.     (5K'"x8i/;") 


Note. —  Settlement  to  be  made  by  draft  on  or  after  the  25th  day  of 
this  month. 


WESTERN   TRACTION   COMPANY         Il^£<2„ 

CHICAGO,  ILL., -J«J<.-i^lt.-.?:6J9l/__ 

Pay  Tg,THE  order  OE...V^f2-^l^^f»r*(r***^._^^5^««^<<trt!C< . 


FOR   BALANCE  ACCOUNT,   PEB   (lIARGrNAL   STATEMENT 
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Fig.  18.   (834"  X  354") 
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WESTERN    TRACTION    COMPANY 

JOURNAL.    ENTRY 
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Fig.  19. 


WESTERN   TRACTION    COMPANY        i„«,,,. 
DAILY    INTERCHANGE    REPORT    OF    CARS 
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Western   traction   Company 

Chicago,  ili 191__ 

DEAR    SIR: 

WE    REPORT    MOVEMENT    OF    YOUR    COMPANY    CARS    OVER    LINES    OF    THIS 
COMPANY    FOR    24    HOURS    ENDING    AT    MIDNIGHT    THIS    DATE    AS    FOLLOWS: 

CAR  NO. 

R^oeiveo     F^ROM 

DELIVERED      TO                    ^ 

LOADEDi/ 
EMPTY— 

COMPANY 

JUNCTION 

HOUR 

COMPANY 

JUNCTION 

HOUR 

YOURS    TRULY 

D.    J.    LEE,     Auditor 

FiG.  22.     Back  of  Postal  Card. 


Vice-President  Glover: — The  next  order  of  business  will 
be  the  paper,  Accounting  Department  Conferences,  by  Mr. 
F.  B.  Lasher,  Auditor,  Republic  Railway  &  Light  Co. ;  Mr. 
Lasher  is  unable  to  be  present,  and  we  will  ask  the  Secretary 
to  read  the  paper. 


ACCOUNTING  DEPARTMENT  CONFERENCES 

By  Frank  B.  Lasher, 
Auditor,  Republic  Railway  and  Light  Company,  New  York,  N.  Y. 

The  question  of  monthly  or  more  frequent  conferences  between  the 
Auditor  and  the  employes  of  his  department  is  a  matter  that  should 
be  given  favorable  consideration,  and  steps  should  be  taken  whereby  a 
representative  from  every  department  of  the  corporation  should  be 
present  and  discussions  entered  into  upon  subjects  as  will  advance 
knowledge  and  solidarity,  thus  automatically  upbuilding  the  organiza- 
tion and  creating  a  spirit  of  harmony.  A  complete  record  of  the 
proceedings  of  each  conference  should  be  kept,  and  a  copy  sent  to 
the  head  of  each  department. 

According  to  the  constitution  of  the  American  Electric  Railway 
Accountants'  Association,  the  primary  object  is  to  bring  together  those 
engaged  in  the  accounting  department  of  electric  railways,  for  the 
interchange  of  ideas  and  to  improve  the  work  of  the  accounting 
department. 
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The  great  good  that  has  been  derived  from  the  annual  conventions 
or  conferences  is  very  significant,  and  added  interest  has  been  shown 
in  each  one.  Reports  of  committees  and  papers  on  accounting  matters 
are  fully  and  freely  discussed,  and  matters  that  have  appeared  very 
intricate  have  been  analyzed  and  clearer  light  thrown  on  the  subject. 
The  get-together  spirit  and  the  good  fellowship  shown  at  our  con- 
ventions has  played  the  most  important  part  in  the  great  success  which 
it  now  enjoys. 

The  Association  of  Water  Line  Accounting  Officers  has  recently 
been  formed  and  their  constitution  provides  that  the  main  object  is  to 
give  to  its  members  the  benefits  that  result  from  the  interchange  of 
ideas. 

At  their  first  convention,  held  at  Chicago,  October  7,  8  and  9,  1912, 
the  greater  part  of  the  time  was  occupied  with  the  discussion  of  the 
tentative  classification  of  Expenditures  for  Real  Property  and  Equip- 
ment and  the  tentative  Form  of  Income  and  Profit  and  Loss  State- 
ment issued  for  criticism  and  consideration  by  the  Interstate  Com- 
merce Commission. 

What  impressed  me  most  at  one  of  these  conferences  was  the  ex- 
pression of  appreciation  by  the  Chief  Examiner  of  Accounts  of  the 
Interstate  Commerce  Commission,  in  which  he  acknowledged  that  the 
criticisms  and  suggestions  made  would  be  very  profitable  to  him  in  his 
work  and  would  receive  favorable  consideration. 

It  was  my  privilege  to  be  present  at  the  hearing  between  the 
Public  Service  Commission  and  representatives  of  the  various  railway 
companies  throughout  the  State  of  New  York  at  the  time  the  proposed 
classification  of  accounts  was  being  discussed.  The  interest  shown 
and  benefits  derived  therefrom  made  a  lasting  impression  and  good 
results  have  been  obtained.  Although  differences  of  opinion  existed, 
these  were  overcome  through  this  and  other  conferences  and  the 
classification  has  now  been  in  force  for  four  years  and  without  an 
amendment. 

Conferences  will  prove  to  be  an  educational  feature  and  a  very 
valuable  asset  to  the  company  adopting  them,  as  they  tend  to  uni- 
formity of  method  and  added  interest  in  the  company's  affairs. 

There  are  arising  from  time  to  time  questions  of  importance  which, 
after  conference,  are  handled  in  a  manner  entirely  different  from  the 
way  they  would  have  been  handled  if  they  had  been  left  to  the  judg- 
ment of  only  one  person. 

It  is  very  important  that  all  employes  of  the  Accounting  Depart- 
ment familiarize  themselves  with  the  method  of  gathering  the  infor- 
mation forming  the  basis  of  entries  and  the  statistics  compiled  for  the 
executive  officers. 

The  Accounting  Department  of  today  needs  men  of  trained  judg- 
ment to  cope  with  the  problems  that  are  presenting  themselves  daily. 
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They  are  frequently  called  upon  by  financial  and  other  interests  to 
compile  figures  and  data  relating  to  the  physical  condition  of  proper- 
ties, to  be  used  for  different  purposes,  such  as  Increase  of  Capital, 
Taxation  and  Rate  Questions,  etc.,  also  to  gauge  earning  power  and  to 
forecast  income  returns,  and  in  order  to  be  fully  conversant  with  all 
the  details  it  is  highly  important  that  they  be  familiar  with  the  methods 
pursued  by  every  department  in  order  that  better  and  quicker  results 
may  be  obtained. 

This  department  is  not  looked  upon  at  the  present  time  as  merely  a 
bookkeeping  department,  but  as  a  department  of  valuable  research  — 
and  more —  it  has  become  one  of  the  essentials  of  general  management 
by  detecting  inefficiencies  and  pointing  out  opportunities  for  increased 
returns. 

It  is  essential  that  the  classification  of  accounts  be  given  careful 
thought  and  study,  and  in  addition  the  accounting  bulletins  published 
by  the  Interstate  Commerce  Commission  giving  decisions  upon  ques- 
tions raised  under  the  classifications  should  be  read  by  every  ac- 
countant. 

A  very  important  subject  for  conference,  which  would  promote  a 
great  deal  of  discussion,  is  that  of  Overhead  Charges.  There  are 
some  accountants  who  appear  here  today  for  the  first  time,  and  those 
who  did  not  hear  or  have  not  read  the  paper  of  Professor  Mortimer  E. 
Cooley  and  the  discussion  by  Mr.  Duff'y  on  this  subject,  presented  at 
the  191 1  convention  of  the  Accountants'  Association  at  Atlantic  City, 
should  avail  themselves  of  the  valuable  information  contained  therein. 

Accountants  do  not  know  how  soon  they  will  be  called  upon  to  show 
the  cost  and  value  in  every  detail  of  their  properties.  Are  we  ready? 
Are  we  prepared  to  show  all  the  elements  of  overhead  charges?  Do 
our  entries  describe  all  charges  to  capital  with  sufficient  detail,  to  fully 
identify  any  particular  unit  or  its  component  parts? 

In  conclusion  I  desire  to  quote  a  paragraph  from  the  paper  of 
Professor  Cooley  referred  to  above,  and  to  impress  upon  you  all  the 
necessity  of  complying  with  his  request. 

"  There  is  a  big  difference  between  an  opinion  and  a  fact  in  court, 
and  it  is  you  gentlemen,  you  accountants,  who  must  prepare  these 
facts.  You  have  got  to  pave  the  way  — you  have  the  necessary  pav- 
ing material  at  least.  And  I  would  like  to  close  by  urging  you  to 
undertake  this  work  now.  The  time  is  ripe.  The  public  must  have 
this  information  soon.  There  need  be  no  fear  what  the  ultimate  results 
will  be.  Everyone  will  come  out  on  top.  Both  the  public  and  the 
public  service  corporation  are  coming  out  on  top,  but  it  will  be  the 
same  top." 

16 
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I  have  been  brief  on  this  important  subject  in  order  to  give  more 
time  for  discussion,  thereby  bringing  out  valuable  suggestions  and 
criticisms  which  will  be  of  great  aid  in  increasing  efficiency,  and  in 
making  the  accounting  department  second  to  none. 

Vice-President  Glover  : —  Gentlemen,  you  have  all  heard 
Mr.  Lasher's  paper,  and  we  should  like  to  have  a  discussion 
on  this  subject. 

Discussion  on  Accounting  Department  Conferences 

Mr.  Whitney: — I  think  Mr.  Lasher's  idea  a  very  valuable 
one,  and  before  making  the  few  remarks  that  I  wish  to  make, 
I  would  like  to  read  extracts  from  the  Report  of  the  Commit- 
tee on  Welfare  of  Employes. 

Industry  is  so  organized,  business  is  conducted  on  such  a  vast  scale 
and  tasks  are  so  highly  specialized  that  co-ordination  of  efifort  and 
concerted  action  have  taken  the  place  of  individual  endeavor  to  such 
an  extent  that  modern  methods  must  be  pursued  in  creating  and  foster- 
ing the  intimate  personal  interest  in  their  work,  on  the  part  of  em- 
ployes, that  is  essential  to  the  success  of  an  enterprise.  It  is  recognized 
everywhere  that  the  experienced  employe  is  more  efficient  than  the 
man  without  experience  and  as  efficiency  can  only  be  attained  through 
familiarity  with  and  repeated  performances  of  a  given  task,  it  follows 
that  efforts  should  be  made  to  retain  competent  men  in  service  as 
long  as  they  remain  competent.  How  can  this  best  be  done  is  a 
question  which  is  claiming  the  attention  of  some  very  able  minds 
in  this   country. 

It  is  equally  true,  and  quite  apparent,  that  the  existence  of  a  body 
of  trained  men,  welded  into  a  harmonious  working  organization  or 
machine,  means  to  any  property  an  intangible  asset  of  undoubted 
value. 

It  must  be  recognized  that  if  men  are  to  be  kept  for  long  periods 
in  a  given  service,  their  employment  must  be  made  attractive  and 
inducements  must  be  offered  beyond   the  prevailing  day's   wage. 

I  think  Mr.  Lasher's  paper  a  very  valuable  one  for  three 
important  reasons.  In  the  first  place,  from  an  educational 
standpoint ;  in  the  second  place,  from  a  social  standpoint ;  and 
in  the  third  place  from  an  economic  and  scientific  standpoint. 

From  an  educational  standpoint  it  gives  the  employe  in  the 
accounting  department  a  grasp  of  the  ideas  of  higher  account- 
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ing;  it  prepares  him  for  a  position  higher  up  in  the  office;  it 
appeals  to  him  as  a  very  important  subject,  because,  in  the 
first  place  it  costs  nothing,  and  in  the  second  place  it  gives 
very  valuable  information.  Under  this  heading  I  think  would 
come  Company  Sections  which  are  recommended  by  a  Com- 
mittee, of  which  Mr.  DufTy  is  Chairman.  Any  information 
regarding  Company  Sections  could  be  given  more  readily  by 
him  or  Mr.  Donecker,  as  I  am  not  very  familiar  with  the 
subject. 

From  a  social  standpoint,  it  brings  the  employes  and  the 
employer  into  much  closer  relations ;  it  gives  the  employer  an 
insight  into  the  ideas,  habits  and  personality  of  the  men  under 
him;  it  has  the  effect  of  drawing  the  employer  and  employes 
into  closer  harmony  and  straightening  out  any  differences  in 
the  office  force  that  could  be  straightened  out  in  no  other  way. 

From  an  economic  and  scientific  standpoint  it  organizes  your 
office  force  in  a  manner  that  opens  the  door  to  scientific  and 
economic  organizations ;  it  prepares  your  under  clerk  to  be  a 
better  clerk  and  fits  him  for  the  positions  above  him ;  it  is 
the  means  of  saving  a  waste  of  time  and  labor,  as  he  may 
have  some  ideas  in  the  conferences  that  would  tend  toward 
better  organization  as  a  whole.  While  not  applicable  to  ac- 
counting department  conferences,  I  would  recommend  in  the 
Accounting  Association  a  committee  to  investigate  mechanical 
efficiency  or  mechanical  devices  as  a  means  of  promoting 
efficiency.  I  have  found  in  the  last  seven  years  that  while 
we  have  not  increased  the  office  force  to  any  extent  at  all, 
the  work  has  increased  very  greatly  and  is  being  done  more 
efficiently,  due,  in  a  great  measure,  to  mechanical  devices  used 
for  calculating  and  other  purposes. 

I  think  that  is  all  I  have  to  say,  gentlemen,  except  to  add 
that  anything  that  tends  toward  getting  the  maximum  of 
efficiency  through  the  use  of  a  minimum  amount  of  labor  and 
material  is  something  accounting  organizations  are  looking  for. 

Mr.  C.  N.  Duffy  : —  I  would  like  to  ask  Mr.  Whitney  what 
he  calls  minimum  efficiency.  Does  he  mean  the  use  of  office 
appliances,  adding  machines,  etc.  ? 
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Mr.  Whitney  : —  Yes,  any  machine  that  would  reduce  the 
force  and  increase  the  efficiency. 

Vice-President  Glover: — If  there  is  no  further  discussion 
on  this  paper  a  motion  will  be  in  order  to  accept  the  paper 
and  to  tender  a  vote  of  thanks  to  Mr.  Lasher. 

A  motion  was  duly  made  and  seconded  that  the  paper  be 
received  and  a  vote  of  thanks  be  extended  to  Mr.  Lasher. 
The  motion  was  carried. 

Vice-President  Glover  : —  The  next  order  of  business  will 
be  the  report  of  the  Committee  on  Overhead  Charges,  of  which 
Mr.  Youne  is  Chairman. 


REPORT  OF  COMMITTEE  ON  OVERHEAD  CHARGES 

To  the  American  Electric  Railicay  Accountants'  Association: 

Gentlemen: — The  subject  of  overhead  charges  on  traction  ap- 
praisals has  been  discussed  before  the  conventions  of  191 1  and  1912. 
Its  reference  to  a  committee  of  the  Accounting  Association  late  this 
year  follows  a  demand  which  has  been  made  from  time  to  time  that 
accountants  furnish  authoritative  data  on  overhead  charges  for  ap- 
praisers. The  necessity  for  such  information  has  been  expressed  by 
Professor  Coolcy  in  his  address  on  "  Overhead  Charges  "  before  the 
191 1  Convention. 

Accountants'  Association  and  accountants  generally  can, 
I  think,  do  more  than  anything  else  towards  disseminating  the 
information  wliich  it  is  necessary  for  the  public  to  have  at  this 
time.  You  at  least  can  prepare  the  information  so  that  it  can 
be  made  to  do  its  best  work.  One  of  the  things  that  all  appraisers 
want  today  is  facts.  The  engineer  when  testifying  in  courts  is 
obliged  to  give  an  opinion  when  he  should  be  able  to  state  a  fact ; 
and  you  accountants  can  give  the  information  or  the  data  which 
will  enable  him  to  change  an  opinion  to  a  statement  of  fact,  and 
that,  you  should  do. 

Your  Committee  wishes  to  emphasize  the  large  differences  of  opinion 
which  exist,  not  only  as  to  which  items  overhead  charges  comprise, 
but  as  to  the  amounts  assignable  to  each  individual  item. 

Your  Committee  has,  for  this  purpose,  prepared  some  tabulations 
of  important  street  railway  appraisals,  by  courts,  commissions,  etc. 
and  has  endeavored  to  show,  in  so  far  as  the  information  was  ac- 
cessible, the  comparative  amounts  allowed  for  the  various  items 
under  the  head  of  Overhead  Charges.  The  difficulties  in  the  way  of 
such  a  comparison  are  considerable  because  of  the  various  methods 
of  handling  the  subject  under  the  different  appraisals. 
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APPRAISAL  OF  CHICAGO  SURFACE  RAILWAYS,  1906 

By  Traction  Valuation  Commission,  consisting  of  Bion  J.  Arnold, 
Mortimer  E.  Cooley  and  A.  B.  DuPont. 

For  legal  expenses,  interest  during  constructions,  brokerage  and 
contingencies  10  per  cent  was  added  to  the  estimated  inventory  cost 
of  reproduction. 

For  organization,  engineering  and  incidentals  15  per  cent  was  added 
to  the  estimated  inventory  cost  of  reproduction  of  track,  electric 
power  distribution  system  and  buildings;  10  per  cent  to  estimated  in- 
ventory cost  of  reproduction  of  power  plants,  and  5  per  cent  to  esti- 
mated inventory  cost  of  reproduction  of  cars  and  car  equipment. 

Following  is  a  tabulation  showing  the  result  of  this  appraisal : 

APPRAISAL    OF    CHICAGO    CITY    RAILWAY,    I906 

Inventory-reproduction-cost 119,629,395 

Overhead  charges 4 ,  259 ,  190 

Cost-of-reproduction-new $23 ,  888 ,  585 


Per  cent 
inventory 
Amount  cost 

Organization,  engineering,  superintendence  and  incidentals.  .  .  .         $2,295,121  11. 7 

Legal  expense,  interest,  brokerage  and  contingencies 1,964,069  10. o 

Total  overhead  charges $4,259, 190  21 .7 


APPRAISAL  OF  CHICAGO  CONSOLIDATED  TRACTION  COMPANY,  1910 

By  Traction  Valuation  Commission,  consisting  of  Bion  J.  Arnold 
and  George  Weston. 

The  ordinances  passed  in  Chicago  February,  1907,  for  the  reorgani- 
zation and  rehabilitation  of  the  surface  railways,  provide  for  the  pur- 
chase of  the  surface  railways  by  the  city.  The  purchase  price  to  be 
based  on  the  above  (1906)  valuation,  plus  the  actual  cost  and  expense 
to  the  company  of  any  subsequent  investment.  The  ordinance  pro- 
vides that  to  such  investment  "shall  be  added  ten  (10)  per  cent  of 
such  amount  as  a  fair  and  proper  allowance  to  the  company  for 
conducting  the  said  work  and  furnishing  said  equipment,  and  five  (5) 
per  cent  for  its  services  in  procuring  funds  therefor,  including 
brokerage.".  In  this  valuation  15  per  cent  was  added  as  provided  for 
by  the  1907  ordinances  for  new^  capital  investment.  The  other  over- 
head charges  remained  the  same  as  in  the  1906  appraisal,  with  the 
exception  of  an  allowance  of  5  per  cent  for  legal  expense,  interest 
during  construction  and  contingencies,  while  in  the  1906  appraisal 
there  was  an  allowance  of  10  per  cent  for  the  same  items  and 
brokerage. 
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Following  Is  a  tabulation  showing  result  of  this  appraisal : 

APPRAISAL    OF    CHICAGO    CONSOLIDATED   TRACTION    COMPANY 

Inventory-reproduction-cost $5,132,272  50 

Overhead  charges 1,971,434  79 

Cost-of-reproduction-new $7,103,707  29 


Per  cent 
inventory 
Amount  cost 


Organization,  engineering  and  incidentals 5750,714  90  14.6 

Legal  expense,  interest  and  contingencies 294, 149  37  5.8 

Conducting  work,  furnishing  equipment  and  brokerages  (not 

a  true  overhead  charge  but  a  construction  bonus) 926, 570  52  18  .  o 


Total  overhead  charges $ i ,  97 1 ,  434  79  38.4 


CLEVELAND  STREET  RAILWAY  APPRAISAL,   1909 

Decision  of  United  States  District  Judge  Robert  W.  Taylor,  acting 
as  arbitrator. 

"I  have  divided  overhead  charges  into  two  general  classes  — 
those  which  apply  to  the  specific  thing  and  those  which  apply  to  the 
enterprise  as  a  whole;  the  specific  things  which  are  done  vary  in  the 
amount  of  overhead  charges  necessary  in  order  to  complete  the  work, 
that  is  to  say,  the  contingencies  and  uncertainties  and  accidents  are 
larger,  for  instance,  in  track  laying  than  they  would  be  in  the  pur- 
chase or  construction  of  cars  or  other  things  of  that  character. 

"  So  that  I  have  allowed  as  specific  overhead  charge  applicable  to 
track,  ten  per  cent ;  to  pavement,  three  per  cent ;  to  cars,  land, 
buildings,  overhead  construction,  return  circuit,  power  stations,  stor- 
age batteries,  miscellaneous  rolling  stock  and  equipment,  five  per 
cent;  and  to  the  other  items,  nothing  specific,  as  applied  to  them, 
as,  for  instance,  shop  stores,  auditors'  stores  and  book-keeping  credits. 
The  result  of  those  is  to  make  a  total  value  up  to  that  point  of 
$15,175,565-28. 

"  Now,  we  come  to  the  subject  of  the  general  overhead  charge 
which  is  applicable  to  the  whole  investment  and  cannot  be  separated 
or  divided  among  the  several  items ;  some  of  them,  if  you  took  a 
separate  item  and  undertook  to  apply  the  general  overhead  charge, 
might  not  have  an  application  to  that  particular  item,  but  I  have 
undertaken  as  best  I  can  to  arrive  at  a  fair  statement  of  what  is  the 
general  overhead  charge  in  the  construction  of  a  property  of  this 
magnitude,  for  financing,  engineering,  legal  expenses,  organization, 
administration,  insurance,  including  accident  insurance,  superintend- 
ence, interest  during  construction,  delays  not  covered  by  the  specific 
allowances,  consents,  litigation  with  property  owners,  incidentals  and 
contingencies  not  applicable  to  specific  items,  fifteen  per  cent;  making 
the  total  actual  physical  vafue  $17,511,305,62. 
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"  Following  is  a  tabulation  showing  result  of  this  appraisal : 

i.nventory-reproduction-cost-less-depreciation $14,333,000 

Per  cent 
inventory 
Amount         cost 

Specific  overhead  charges S842 ,  565  s .  88 

General  overhead  charges 2 , 335 ,  740        16 .  30 


Total  overhead  charges S3 ,  178 ,  305       22 .  18 

"  The  above  valuation  was  less-depreciation.  In  the  Chicago  cases 
mentioned  above  the  depreciation  was  also  determined  and  the  over- 
head charges  were  depreciated  to  the  same  degree  as  the  other  depreci- 
able property,  so  that  the  percentage  allowance  for  overhead  charges 
remains  the  same." 

APPRAISAL  OF  STREET  RAILWAYS  FOR  MASSACHUSETTS  VALIDATION 
BOARD,  191 1 

This  was  a  report  to  the  Joint  Board  on  the  validation  of  assets 
and  liabilities  of  the  various  street  railways  owned  by  the  New  York, 
New  Haven  and  Hartford,  by  George  F.  Swain,  Engineer  in  Charge, 
in  connection  with  an  appraisal  of  that  railroad.  In  his  report  Mr, 
Swain  discusses  the  overhead  charges  as  follows  :  "  In  the  preceding 
pages  reference  has  been  made  to  the  appraisals  of  trolley  roads. 
These  appraisals  have  been  based  upon  those  made  by  Westinghouse, 
Church,  Kerr  &  Company,  which  were  in  great  detail  and  entirely 
reliable.  Some  changes  have  been  made,  however,  in  the  overhead 
charges. 

"  For  these  charges,  Westinghouse,  Church,  Kerr  &  Company,  used 
the  following : 

"  Engineering,  5  per  cent  on  total,  including  land,  road  and  equip- 
ment, and  property  not  used  in  operation. 

"  Legal  and  general  expenses,  4  per  cent  on  total,  including  land, 
road  and  equipment,  and  property  not  used  in  operation. 

"  Interest,  5  per  cent  per  annum  for  an  average  of  two  years,  or 
10  per  cent  in  all. 

"  Commissions  10  per  cent. 

"As  the  interest  would  apply  not  only  to  the  property  but  to  the 
engineering  and  other  overhead  charges  except  commissions  the  total 
percentage  would  be  about  30. 

"  Price,  Waterhouse  &  Company  adjusted  these  overhead  charges 
by  making  the  charge  for  interest  and  commissions  7  per  cent,  instead 
of  20,  assuming  an  average  interest  for  only  one  year.  They  there- 
fore used  a  total  overhead  charge  of  about  16  per  cent  on  the  entire 
cost  of  reproduction.  No  contingencies  were  used  in  either  of  the 
above  estimates. 
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"  Mr.  Wells  believed  that  the  overhead  charges  used  by  Westing- 
house,  Church,  Kerr  &  Company  were  too  low.  He  recommends  and 
uses  the  following : 

"Administration,  engineering  and  contractors'  profit,  15  per  cent  on 
total  physical  cost. 

"  Insurance  during  construction,  i  per  cent  on  total  physical  cost. 

"  Legal  and  general  expenses,  i   per  cent  on  total  physical  cost. 

"  Interest  during  construction,  6  per  cent  on  total  physical  cost. 

"  Total  of  the  above  23  per  cent  on  total  physical  cost. 

"  To  this  he  adds  brokerage  8  per  cent  of  physical  cost  plus  the 
above  overhead  charges,  or  about  10  per  cent  of  physical  cost,  making 
a  total  overhead  charge  of  about  S3  per  cent  of  the  physical  cost  of 
reproduction. 

In  order  to  be  amply  conservative,  the  following  percentages  have 
been  used  in  this  report,  and  Mr.  Wells'  figures  were  modified  in 
accordance  with  them  namely : 

"  Engineering   5  per  cent  of  physical  cost  of   reproduction. 

"  Contingencies,   5   per   cent  of   physical  cost  of   reproduction. 

"Legal  and  general  expenses,  3  per  cent  of  physical  cost  of  repro- 
duction. 

"  Total  of  the  above,  13  per  cent  of  physical  cost  of  reproduction. 

"  Interest,  6  per  cent  of  physical  cost  of  reproduction  plus  the 
above,  or  about  7  per  cent  of  physical  cost  of  reproduction. 

"  Commissions  for  marketing  securities,  3  per  cent  of  physical  cost 
of  reproduction. 

"  Making  a  total  of  about  23  per  cent  of  physical  cost  of  repro- 
duction. 

"  This  is  less  than  that  used  by  Westinghouse,  Church,  Kerr  & 
Company,  and  by  Mr.  Wells,  but  somewhat  more  than  that  used  by 
Price,  Waterhouse  &  Company,  which  I  am  convinced  is  entirely 
too  low." 

APPRAISAL  OF  PUGET  SOUND  ELECTRIC  RAILWAY 

This  was  made  by  the  Washington  Railroad  Commission  : 

Inventory-reproduction-cost $3 1 1 77 .  768 

Overhead  charges 499 .  S 1 7 

Cost-of-reproduction-new $3  >  677 .  28S 


Per  cent* 
inventory 
Amount  cost 

Engineering  and  superintendence $53 ,  336  1 . 7 

Fiscal  and  physical  supervision  and  management 186,955  5.9 

Contingencies 96 ,  266  3  ■  o 

Legal  and  general  expense I7i779  o.S 

Interest  during  construction 145. 181  4.6 

Total  overhead  charges $499, Si7  IS •  7 
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In  this  appraisal  the  reproduction-cost-less-depreciation  was  also 
determined  but  the  overhead  charges  were  not  depreciated.  The 
overhead  charges  amounted  to  19  per  cent  on  the  inventory-reproduc- 
tion-cost-less-depreciation. 

APPRAISAL  OF  CONEY  ISLAND  AND  BROOKLYN  RAILROAD  1909 

By  Public  Service  Commission,  First  District,  New  York,  Bion  J. 
Arnold,  Consulting  Engineer,  1909. 

For  General  Contractor's  profit  10  per  cent  was  added  to  estimated- 
inventory-cost-of-reproduction  except  those  values  relating  to  "  Mis- 
cellaneous Stock,  Fixtures,  Etc.,"  and  "  Real  Estate."  In  addition, 
15  per  cent  was  added  to  cover  "  Engineering,  Incidentals  and 
Organization." 

Following  is  a  tabulation  showing  result  of  this  appraisal: 

Per  cent 
inventory 
Amount  cost 

Inventory -reproduction-cost $4 ,  548 ,725  77 

General  contractor's  profit 425 ,724  60 

Total 

Incidentals 

Organization 

Engineering 

Grand  total 

In  this  appraisal  the  reproduction-cost-less-depreciation  was  also 
determined  and  the  overhead  charges  were  depreciated  to  the  same 
degree  as  other  depreciable  property  so  that  the  percentage  allowance 
for  overhead  charges  remains  the  same. 

APPRAISAL   OF   TRACTION    PROPERTIES   BY    THE    RAILROAD    COMMISSION 

OF   WISCONSIN 

This  commission  has  utilized  appraisals  prepared  by  the  Joint  En- 
gineering Staff  of  the  Railroad  Commission  and  Tax  Commission  on 
several  cases  involving  traction  rates  and  services.  In  all  instances 
the  amount  of  overhead  charges  have  been  placed  at  12  per  cent,  of 
the  detailed  valuation  of  physical  property. 

Per  cent. 

Engineering  and  superintendence .4 

Organization  and  legal  expanses .2 

Interest  during  construction .4 

Contingencies .3 

Total .12 

Commissioner  Halford  Erickson  in  describing  the  present  practice 
of  the  Railroad  Commission  of  Wisconsin  before  the  Western  Society 
of  Engineers,  May,   1913   {Journal  p.  43)    said: 

As  to  overhead  expenses,  that  is  not  a  matter,  I  think,  that  is 
not  quite  understood.  The  Wisconsin  Commission  in  the  case  of 
smaller  utilities  allows  12  per  cent.  In  the  case  of  larger  utilities, 
where  there  is  a  great  deal  of  difficult  city  work  to  do,  crossing  rivers 
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and  work  of  that  kind,  which  often  involves  considerable  risk,  we 
allow  15  per  cent.  That,  however,  is  the  apparent  figure,  which  is 
visible  in  determining  the  unit  price  upon  which  to  compute  the  cost 
of  the  various  elements.  We  nearly  always  allow  10  per  cent  for  con- 
tractors' profit.  That  is  an  element  which  entered  into  the  unit  prices 
or  cost  as  a  whole,  and  is  not  given  separately.  However,  if  that 
were  taken  out  of  the  unit  prices  where  it  appears,  and  added  to  the 
12  per  cent,  that  figure  would  be  considerably  increased.  It  might  not 
add  10  per  cent  to  that  figure  but  it  probably  would  add  7  per  cent  to 
9  per  cent,  so  that  the  overhead  expense  used  by  us  is  considerably 
higher  than  12  per  cent. 

CONCLUSIONS 

Your  Committee  has  endeavored  to  gather  some  data  as  to  the 
percentage  of  Overhead  Charges  to  the  cost  of  construction  of  trac- 
tion properties  actually  occurring  in  practice.  Close  analysis  of  these 
cases,  however,  discloses  that  the  results  are  not  comparable  with 
the  estimates  cited  above,  because  of  omissions,  differences  in  classifi- 
cation and  variations  in  accounting  practice. 

The  difficulties  confronting  the  accountant  in  furnishing  authoritative 
information  of  service  to  the  appraiser,  may  be  summarized  as 
follows : 

(a)  Basis  of  the  Appraisal.  Many  valuations  proceed  upon  the 
assumption  that  the  property  appraised  is  constructed  de  novo  at 
the  time  of  the  appraisal.  Books  of  account  generally  speaking,  do 
not  disclose  so  called  present  day  values  but  costs.  The  construction 
period  in  practice  is  an  interrupted  process;  the  appraiser  in  this 
instance,  assumes  a  continuous  period  of  construction.  The  overhead 
charges  in  either  case  will  be  essentially  different.  Where  the  valua- 
tion is  made  for  the  purpose  of  determining  in  the  absence  of  record 
what  the  investment  in  the  property  has  aggregated,  book  records  of 
property  built  up  by  piece  meal  construction  where  properly  analyzed 
will  supply  the  desired  information.  Under  the  assumption  of  repro- 
duction in  one  process,  only  records  of  properties  constructed  as  a 
whole,  or  large  extensions  would  supply  the  comparable  data. 

(b)  Difference  in  definition  of  Overhead  Charges  as  usually  under- 
stood by  appraisers  and  accountants.  In  general,  as  will  be  noted  from 
the  examples  cited,  the  appraiser's  overhead  charge  takes  the  form 
of  such  a  percentage  addition  to  the  specific  or  detailed  valuations  as 
is  believed  necessary  to  represent  the  complete  value  of  the  property. 
Considerable  confusion  evidently  exists  as  to  the  items  comprising 
this  percentage,  and  the  size  will  be  gauged  by  the  detail  with  which 
the  appraisal  has  been  made.  The  accountant  usually  defines  over- 
head charges  as  containing  those  items  of  cost  of  property  which 
cannot  be  definitely  localized  to  specific  construction  accounts  and  repre- 
sent rather  undistributed  charges. 

Where  the  specific  valuation  of  the  appraiser  consists  merely  of 
the  pricing  of  an  inventory,  overhead  charges  must  contain  a  larger 
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class  of  the  items  of  "Road  and  Equipment"  than  those  usually 
recognized  by  accountants,  since  a  very  considerable  amount  of  capital 
expenditures  are  specifically  charged  in  accordance  with  the  classifi- 
cation of  accounts  which  the  appraiser  is  certain  to  overlook. 

The  official  classification  of  "  Expenditures  for  Road  and  Equipment 
of  Electric  Railways "  is  responsible  for  this  restricted  definition. 
Specific  construction  not  only  contains  labor  and  material  comprising 
the  unit  cost  of  appraiser,  but  as  recently  defined  by  the  Interstate 
Commerce  Commission : 

"  Cost  of  labor  includes  not  only  wages,  salaries  and  fees  paid 
employes,  but  also  the  personal  expenses  of  each  employe  when  borne 
by  the  Company.  Cost  of  material  and  supplies  consumed  in  construc- 
tion is  the  cost  at  the  places  where  they  enter  into  construction,  in- 
cluding cost  of  transportation  and  inspection  when  specifically  assign- 
able. If  such  materials  and  supplies  are  passed  through  storehouses, 
their  cost  entered  on  the  account  may  include  a  suitable  proportion 
of  store  expense." 

Moreover  such  items  as  law  expenses,  injuries  and  damages,  taxes, 
organization  expenses,  salaries  and  expenses  of  executive  and  general 
officers  of  a  road  under  construction  and  of  clerks  in  general  offices 
engaged  in  construction  accounts  or  work,  rents  and  repair  of  general 
offices,  furniture  and  office  expense  and  other  items  of  a  special  or 
incidental  nature  are  only  chargeable  to  the  general  or  overhead  charge 
accounts  when  they  cannot  be  directly  charged  to  the  account  for 
which  incurred. 

To  obtain  the  sum  total  of  these  overhead  charges  directly  classified 
under  the  various  Road  and  Equipment  accounts  would  necessitate  a 
detailed  reanalysis  of  the  detailed  charges. 

(c)  Interest  during  Construction.  The  appraiser  is  interested  in 
the  total  money  tied  up  before  operation  begins.  The  classification  of 
accounts  recognizes  only  money  cost  or  interest  on  loans  or  notes 
issued  for  construction  purposes,  and  not  interest  lost  through 
the  use  of  working  capital.  It  should  be  pointed  out,  therefore,  that 
in  no  instance  will  the  account  Interest  during  Construction,  as  appear- 
ing in  the  company's  statements,  represent  the  overhead  charge  sought 
by  the  appraiser. 

(d)  Contract  Work.  Construction  undertaken  by  contract  comprises 
items  of  overhead  charges,  such  as  superintendence  and  engineering, 
insurance,  legal  expenses,  etc.,  which  are  not  readily  segregated  from 
the  sum  total  of  the  price  paid.  In  regular  practice,  therefore,  such 
charges  become  a  part  of    specific  construction. 

(e)  Ommissions  in  Inventory.  The  item  of  contingencies  compris- 
ing omissions  made  by  the  appraiser  while  a  substantial  part  of  the 
overhead  charges  as  recognized  in  valuations  is  not,  of  course,  a  part 
of  the  overhead  charges  appearing  upon  the  books  of  account. 
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Your  Committee  believes  that  because  of  the  obvious  danger  of 
omission  of  numerous  incidental  items  comprising  the  cost  and  value 
of  property  by  appraisers  that  a  comprehensive  classification  is  desir- 
able by  the  elements  comprising  overhead  charges.  Such  a  classifica- 
tion should  comprise  the   following  items : 

I.    Promotion. 

(a)  Initial  Eng-ineering  Expense. 

Includes  expenses  incident  to  preliminary  surveys  and 
studies  of  location  and  tentative  completion  of  maps, 
profiles,  plans,  specifications,  estimates,  etc. 

(b)  Initial  Legal  Expenses. 

Includes  expenses  incident  to  franchises,  consents,  per- 
mits, easements,  releases,  options,  etc. 

(c)  Initial  Financial  Expenses. 

Includes  expense  incident  to  prospectuses,  subscriptive 
underwriters'  plans,  etc. 

II.    Organization. 

(a)  Incorporation  Expense. 

Includes  fees  and  expenses  incident  to  incorporation 
certificate  of  public  necessity  and  convenience,  etc. 

(b)  Underwriting  Expense. 

Includes  cost  of  issues  of  securities,  payments  to  trus- 
tees, discount  and  expenses  incurred  in  marketing 
securities,  etc. 

III.    Construction. 

(a)  Engineering. 

Includes  supervision  of  work  and  completion  of  specifi- 
cations, etc. 

(b)  Administration. 

Includes  accounting  and  general  office  expense,  inspec- 
tors, watchmen,  timekeepers,  paymasters,  etc. 

(c)  Stores   Expense. 

Includes  expenses  incident  to  receipt  inspection,  care 
and  disbursement  of  material  and  supplies,  adjustment 
of   overcharge  and  shortage,  etc. 

(d)  Utility  Expense. 

Includes  stable,  garage  and  transportation  expense. 

(e)  Labor  Expense. 

Includes  expenses  incident  to  the  employment  transpor- 
tation, housing  and  maintenance  of  employes.  In- 
cludes lay  off  for  sickness  and  weather  on  pay. 
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(f)  Contractors'  Expense. 

Includes  profit  to  contractors  and  subcontractors  for 
supervison  and  completion  of  specific  construction 
work. 

(g)  Equipment  and  Tools. 

Includes    expense    of    machinery,    appliances    and    tools 
used  in  construction  and  shop  expense  incident  fehereto. 
(h)    Preliminary   Construction. 

Includes   expense  of  experimental   work  and  protective 
construction, 
(i)     Injuries  and  Damages  during  Construction. 

Includes   cost   of   employes   liability   and   pul)lic   lialjility. 
(j)    Legal  Expenses  during  Construction. 

Includes    legal    expenses    incident    to    contingencies    of 
construction, 
(k)   Taxes  during  Construction. 

Includes  taxes  on  work  in  process  of  construction. 
(1)     Insurance    during   Construction. 

Includes    cost   of    fire,    flood    and    emergency    protection 
during  construction, 
(m)   Interest  during  Construction. 

Includes    interest   lost   upon    money    expended   prior   to 
operation, 
(n)   Unforeseen  contingencies  during  Construction. 

Includes  unexpected  difficulties  arising  during  course  of 
construction  occasioning  a  departure  of  estimated  and 
actual  costs. 

IV.  Appraisers'  Omissions. 

(Estimated  additional  percentage  to  detailed  appraisal  of  physical 
property.) 

(a)  Omissions   in    Inventory. 

Includes  allowance  for  items  omitted  in  detailed 
schedules. 

(b)  Omissions  in  Unit  Price. 

Includes  allowance  for  margin  of  safety  to  cover  un- 
usual  variations  in  unit  prices. 

(c)  Piece  Meal   Construction. 

Includes  allowance  for  increased  cost  of  piece  meal 
over   continuous   construction. 

(d)  Continuity  Factor. 

Includes    allovv^ance    upon    specific    items    such    as    land 
and  right  of  way  for  increased  value  due  to  compact 
i  development. 
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V.    Intangible  Values. 

(a)  Going  Concern  Value. 

Includes  the  cost  or  value  of  adapting  the  physical  plant 
to  its  business  and  the  cost  or  value  of  providing 
an  established  business. 

(b)  Working   Capital. 

Includes  working  assets  necessary  to  operation  and  con- 
struction. 

(c)  Franchise  Value. 

Includes  cost  or  value  of  unexpired  franchises,  licenses, 
permits,  etc. 

(d)  Sundry. 

Includes  cost  or  value  of  rights,  leases,  options,  con- 
tracts,   agreements,    etc. 

Your  Committee  suggests  that  in  view  of  the  great  importance  of 
the  question  of  fair  valuation  of  traction  property,  that  memorandum 
records  be  prepared  by  member  companies  covering  overhead  charges 
classified  as  above,  upon  new  construction  work,  and  that  where  data 
are  available  past  records  be  analyzed  for  similar  information.  Because 
of  present  provisions  of  the  official  classification  of  accounts,  such 
detailed  records  can  not  practically  be  made  a  permanent  part  of  the 
accounting  procedure. 

We  recommend  that  the  compilation  of  such  records  be  made  a 
matter  of  further  investigation  by  the  association. 

Respectfully  submitted, 

P.  S.  Young,   Chairman, 
Edwin  Gruhl, 
A.  L.  Linn,  Jr., 
Committee  on  Overhead  Charges. 

Vice-President  Glover  : —  This  is  one  of  the  most  im- 
portant and  valuable  reports  we  have  had.  It  shows  a  large 
amount  of  work  and  study  on  the  part  of  the  Committee,  and 
I  am  sure  we  ought  to  appreciate  the  work  that  has  been  done. 
It  is  very  evident  from  the  report  that  in  making  appraisals 
of  the  physical  value  of  properties  not  enough  allowance  is 
made  for  overhead  charges,  and  as  stated  by  Mr.  Young  and 
also  by  Prof.  Cooley,  the  accounting  department  is  the  only 
department  that  can  gather  the  information  and  place  it  before 
the  people  in  such  a  way  that  we  will  be  allowed  to  make  a 
proper  charge  for  overhead  expense  —  and  make  the  people 
understand  that  overhead  charges  are  a  large  portion  of  the 
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cost  of  the  property.    It  is  a  matter  that  needs  discussion,  and 
is  now  open  to  the  floor. 

Discussion  of  Report   of  Committee   on   Overhead   Charges 

Mr.  Forse: — I  should  Hke  to  ask  who  is  the  Mr.  Wells 
mentioned  in  the  section  covering  appraisal  of  street  railways 
for  the  Massachusetts  Validation  Board? 

I  think  it  is  a  very  valuable  paper  and  the  references  are 
important. 

I  note  on  the  last  page  of  the  Committee's  report  there  is  a 
statement  as  follows : 

"  Because  of  present  provisions  of  the  official  classification 
of  accounts,  such  detailed  records  can  not  practically  be  made 
a  permanent  part  of  the  accounting  procedure." 

The  reference  refers  to  the  detail  shown  on  previous  pages, 
as  the  Committee  was  probably  unaware  of  the  fact  that  the 
various  classifications  of  accounts  are  under  revision.  It  has 
occurred  to  me  that  this  would  be  valuable  information  for 
the  Committee  on  Classification  of  Accounts,  and  that  probably 
some  of  these  items  can  be  embodied  in  the  descriptive  text 
of  the  new  accounts. 

There  is  one  particular  item  that  seems  to  be  rather  im- 
portant, and  that  is :  "  Interest  During  Construction,"  in  which 
the  Committee  states,  "  The  Classification  of  Accounts  recog- 
nizes only  money  cost  or  interest  on  loans  or  notes  borrowed 
for  construction  purposes,  and  not  interest  lost  through  the 
use  of  working  capital." 

There  are  a  number  of  important  items  in  this  report,  and 
while  it  would  be  difficult  to  embody  them  all  in  the  classifica- 
tions, there  should  be  some  provision  or  mention  made  of 
certain  ones. 

Vice-President  Glover  : —  I  think  it  would  be  well  to  call 
the  attention  of  the  Committee  on  a  Standard  Classification  of 
Accounts  to  this  report  and  if  this  report  is  adopted  by  the 
Association,  naturally  that  would  carry  with  it  the  request 
that  the  Committee  on  a  Standard  Classification  of  Accounts 
give  it  attention  in  preparing  the  new  classification  form,  get- 
ting the  Interstate  Commerce  Commission  to  make  certain 
changes  in  the  new  classification. 
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Mr.  Brockway  : —  I  would  like  to  state  for  the  information 
of  Mr.  Young  and  others  interested  that  the  revision  of  the 
classification  of  accounts  which  will  shortly  be  sent  out  by 
the  Interstate  Commerce  Commission  will  contain  a  pro- 
vision that  that  portion  of  discount  on  securities  which  accrues 
during  the  period  of  construction  will  be  a  proper  charge 
to  road  and  equipment  accounts  as  a  part  of  the  cost  of  the 
property.  This  principle  has  also  been  recognized  in  rulings 
of  certain  of  the  Public  Service  Commissions.  Of  course, 
I  am  stating  this  in  advance  of  the  actual  determination  by 
the  Interstate  Commerce  Commission,  but  the  provision  is  in 
the  revised  draft  at  this  time. 

President  Glover  : —  I  am  very  glad  to  hesir  that  the 
change  is  to  be  made  because  it  is  a  stumbling  block  at  the 
present  time. 

Mr.  C.  N.  Duffy  : —  I  would  like  to  ask  Mr.  Young  what  he 
means  by  Section  III  (m).  "Interest  during  Construction: 
includes  interest  lost  upon  money  expended  prior  to  opera- 
tion." Do  you  mean  interest  paid  on  loans  prior  to  the  op- 
eration of  the  property?  I  do  not  understand  the  term,  "  in- 
terest lost."    What  does  it  mean  ? 

Mr.  Young: — I  would  say,  that  is  interest  which  you  do 
not  obtain.  Money  is  invested  and  the  securities  issued  bear 
interest  but  before  you  spend  the  money  the  funds  must  be  in 
hand.  The  interest  during  construction  covers  merely  the  in- 
terest from  the  time  the  work  is  commenced  until  the  prop- 
erty is  put  into  service.  But  it  is  always  necessary  to  procure 
funds  for  a  considerable  period  of  time,  which,  of  course, 
varies  according  to  the  work,  before  the  work  is  commenced. 
It  is  seldom  advisable  or  even  possible  to  sell  the  securities 
from  time  to  time  as  the  money  is  needed  for  the  construc- 
tion work. 

Mr.  C.  N.  Duffy  : — What  you  really  mean  is  the  failure  of 
the  property  to  earn  a  sufficient  return  on  the  investment.  Such 
interest  not  earned  is  an  item  of  "  going  cost."  In  the  Mil- 
waukee three-cent  fare  case,  the  Commission  established  as 
a  part  of  what  they  called  "  earning  value,"  the  deficit  result- 
ing from  operation,  and  the  interest  thereon,  such  sums  as 
were  not  sufficient  to  provide  a  return  on  the  investment  from 
the  operation  of  the  property. 
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Mr.  Young  : —  I  think  there  is  no  doubt  but  that  those  early 
losses  to  which  Mr.  Duffy  referred  belong  under  intangible 
values. 

Mr.  C.  N.  Duffy  : —  Correct. 

Mr.  Young  : — •  They  naturally  would  be  carried  under  Going 
Concern  Value.  Now  those  early  losses  during  the  early 
periods  of  operation  seem  to  me  better  grouped  under  that 
heading  than  Interest  During  Construction,  or  any  other 
part  of  these  overhead  charges.  Now,  I  think  I  was  in  error 
when  I  said  that  Section  III  (m)  "  Interest  During  Construc- 
tion," covered  the  loss  in  interest  between  the  time  the  money 
was  provided  and  the  expenditures  made.  I  think  we  will  have 
to  say  that  interest  during  construction  includes  interest  lost 
on  money  expended  prior  to  operation.  I  think  the  classifica- 
tion is  very  definite,  and  it  ought  not  to  be  changed.  My 
previous  answer  stands  corrected. 

Mr.  C.  N.  Duffy  : —  What  kind  of  interest  is  it  that  you 
lose  ?      And  what  kind  do  you  not  pay  ? 

Mr.  Young  : —  I  do  not  quite  catch  the  idea.  You  say,  Mr. 
Duffy,  it  is  not  the  interest  that  you  pay.  Supposmg  there 
is  a  bond  issue  and  you  pay  interest  on  it.  It  seems  to  me 
that  comes  directly  under  this  subdivision  of  overhead  charges. 

Mr.  C.  N.  Duffy  : —  You  mention  the  interest  on  a  bond,  in 
this  case  before  the  property  comes  into  operation.  If  that  is 
what  you  mean  by  that  kind  of  interest,  you  are  correct.  But 
if  you  will  take  the  failure  to  earn,  by  the  operation  of  the 
property,  the  interest  on  the  investment,  it  has  no  place  there. 

Mr.  Young: — It  has  no  place,  and  is  not  intended  to  mean 
that. 

Vice-President  Glover: — If  the  property  has  commenced 
to  operate,  of  course,  you  could  not  make  a  charge  under  this 
head  for  it. 

Mr.  Young: — That  belongs,  as  I  explained  before,  under 
the  heading  of  Going  Concern  Value. 

Vice-President  Glover: — It  says  under  Section  III  (m), 
"  Money  expended  prior  to  the  operation." 

Mr.  Allen  : —  If  I  had  had  an  opportunity  to  look  over 
17 
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this  paper,  it  might  not  be  necessary  to  ask  this  question,  but 
I  would  hke  to  learn  whether  this  schedule  of  classification  is 
intended  to  represent  or  support  book  figures  only,  or  whether 
it  is  intended  to  serve  purely  as  a  memorandum  record  to  be 
used  for  inventory  purposes.  For  instance, —  some  of  these 
items,  such  as  injuries  and  damages,  are  a  direct  expense  in 
connection  with  the  construction  job,  being  supported  by 
vouchers,  and  properly  chargeable  to  plant  account.  On  the 
other  hand,  there  are  certain  items  on  which  the  average  Com- 
mission (in  connection  with  the  cjuestion  of  reasonableness  of 
rates)  would  recognize  the  right  of  a  company  to  earn  a  re- 
turn, although  not  allowing  these  items  to  be  charged  to  prop- 
erty account.  Now,  it  is  not  quite  clear  to  me  which  this 
schedule  is  intended  to  cover. 

Mr.  Young: — This  schedule  of  overhead  charges  is  drawn 
up  primarily  to  indicate  the  subdivisions  under  which  over- 
head charges  could  be  separated,  and  to  assist  in  ascertaining 
the  total  cost  including  overhead  charges  applicable  to  any 
construction  work.  The  thought  is  that  when  a  piece  of  con- 
struction work  is  undertaken,  the  accountant  in  charge,  for 
the  purpose  of  obtaining  overhead  charges,  should  make  calcu- 
lations of  the  same  insofar  as  possible  and  include  them  under 
these  headings.  If  a  number  of  companies  should  do  that  for 
a  period  of  years,  we  would  have  some  valuable  data  which 
could  be  used  to  develop  the  reproduction  cost  of  all  the  prop- 
erty, if  need  be.  There  would  be  actual  facts  at  our  com- 
mand, and  they  would  have  been  ascertained  at  the  time  the 
construction  work  was  being  done.  I  believe  there  would  be 
less  tendency  to  criticise,  and  these  facts  so  ascertained  Avould 
be  very  hard  to  controvert.  They  would  be  available  statements 
of  the  overhead  charges  made  by  the  accountants  and  the  en- 
gineers in  charge  of  the  work  at  the  time  the  work  was  being 
done. 

Mr.  Brockway  : —  I  want  to  express  a  very  hearty  urging 
of  the  recommendation  of  the  Committee  that  accountants 
should  prepare  an  analysis  of  their  construction  accounts.  It 
has  been  my  duty  several  times  to  participate  in  appraisals. 
W^hen  appraising  physical  value  there  is  something  tangible 
as  a   basis,   but   when   it  comes   to   overhead   charges,   which 
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term  I  prefer  to  intangibles,  I  have  found  it  exceedingly 
difficult  to  obtain  information.  The  difficulty  arises  in  two 
ways ;  first,  the  destruction  or  absence  of  records,  and  sec- 
ond, the  incompleteness  of  the  records  when  found.  I  doubt 
very  much  if  any,  or  many,  at  least,  of  the  auditors  present 
can  go  back  into  their  old  records  and  apply  anything  more 
than  an  approximation  of  the  classification  submitted  by  this 
Committee.  Certainly  in  any  of  the  appraisals  in  which  I  have 
participated,  it  has  never  been  possible,  but  I  believe  it  should 
be  done  from  this  time  forward. 

With  regard  to  the  remark  that.it  cannot  be  done  under  the 
present  Standard  Classification  of  Accounts,  I  think  Mr. 
Young  has  unintentionally  created  an  impression  he  did  not 
intend,  because  we  all  know  that  by  the  use  of  separate  or 
sub-accounts,  or  otherwise,  all  this  information  can  be  pre- 
pared. 

But  echoing  again  what  has  been  so  necessary  to  me  and  my 
associates  I  do  want  to  not  only  urge  but  encourage  the  carry- 
ing out  of  something  at  least  along  this  line. 

Just  one  more  word  in  regard  to  the  difficulty  of  obtaining 
information.  I  have  participated  in  appraisals  where  we  had 
all  the  vouchers  and  all  the  records,  nothing  lost,  nothing  mis- 
laid, yet  we  have  found  that  by  the  abiguity  of  the  vouchers 
and  the  journal  entries  and  other  papers,  it  has  been  difficult, 
if  not  quite  impossible,  for  us  to  get  that  which  would  bear 
out  the  request  of  Dr.  Cooley.  What  he  wants  is  statements 
of  facts  rather  than  estimations  and  I  agree  with  him. 

Nearly  all  the  necessary  information  can  be  given  by  a 
little  watchfulness  and  care  at  the  time  of  the  transaction. 
The  ambiguity  arises  either  from  the  feeling  of  the  auditor 
that  he  is  busy  when  the  transaction  goes  through  the  records 
and  he  doesn't  stop  to  have  it  all  clearly  record'^d,  or  else  some- 
one higher  up  withholds  the  information  and  the  auditor  is 
not  sure  enough  of  his  duty  to  insist  upon  its  being  furnished 
him.  At  any  rate,  whatever  it  is,  you  must  now  understand 
that  your  records  are  no  longer  your  private  property.  No 
matter  whether  it  bothers  your  sense  of  justice  or  privacy, 
the  Commissions  are  now  throwing  open  your  records,  and  as 
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yon  have  nothing  to  hide,  you  should  keep  them  as  under- 
standable as  you  can. 

I  know  of  a  case  where  a  Commission  made  an  examination 
and  took  out  of  Construction  accounts  and  charged  to  Sur- 
plus all  entries  both  journal  and  voucher  in  which  the  details 
were  not  entirely  clear  or,  by  the  lapse  of  time,  could  not  be 
made  so.  The  company  officers  were  confident  the  original 
entries  were  correctly  made,  but  they  could  not  prove  them. 

Overhead  Charges  are  a  larger  portion  of  Construction  Cost 
than  is  realized  and  they  are  the  hardest  to  prove.  You 
probably  will  have  to  face  an  appraisal  some  time  and  it  is 
up  to  you  to  get  ready  for  it. 

V^ice-President  Glover: — The  question  Mr.  Allen  asked  is 
whether  these  subdivisions  as  mentioned  by  the  Committee 
should  be  kept  as  part  of  the  accounts,  or  whether  they  should 
be  kept  as  a  separate  record,  just  a  memorandum  record. 

Mr.  Allen  ■.^—  It  would  seem  to  me  that  some  of  the  items 
are  not  a  direct  expense,  but  are,  however,  items  on  which 
a  company  would  be  allowed  to  earn  a  return.  Surely,  there 
is  a  difference  between  loss  of  interest  and  other  intangible 
items  of  that  nature,  as  compared  with  accident  costs  in  con- 
nection Avith  construction  work.  The  latter  is  practically  the 
same  as  an  invoice  for  material  in  so  far  as  both  are  supported 
by  vouchers.  Is  it  the  idea  to  continue  the  present  methods 
customary  with  practically  all  companies  of  charging  Prop- 
erty Account  with  direct  expenditures  only,  and  to  build  up  in 
memorandum  form  statements  incorporating  these  direct  costs 
plus  intangible  items  (such  as  loss  of  interest,  etc.)  or  is  it  the 
idea  to  have  these  intangibles  actually  charged  to  Property  on 
the  books  of  accounts? 

Mr.  Young: —  I  am  very  glad  Mr.  Allen  has  mentioned  that 
interest  loss  again.  I  think  I  have  just  found  it,  thanks  to 
Mr.  Brockway  here.  New  construction  is  usually  financed 
from  the  sale  of  bonds,  or  from  capital  stock  subscriptions  or 
both.  If  there  are  no  dividends  declared  on  the  stock,  you 
cannot  charge  up  any  interest  on  the  books.  Classification, 
Section  Ill(m),  "Interest  During  Construction,"  includes 
both  interest  paid  out,  and  interest  on  money  subscribed  upon 
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which  no  return  is  made  to  the  investor  and  so  lost.  The 
investor  is  entitled  to  a  return ;  you  cannot  expect  to  obtain 
money  without  paying  interest  in  one  way  or  another. 

Now,  the  question  as  to  whether  these  charges  should  appear 
in  the  accounts  I  would  say,  yes,  but  I  would  not  say  that  they 
should  be  written  up  and  shown  in  the  general  books.  They 
should  certainly  be  carried  in  a  memorandum  account  of  the 
cost  of  construction.  I  believe  that  memoranda  accounts  prop- 
erly kept  will  be  accepted  by  the  courts  as  evidence,  even  if 
they  are  not  shown  in  the  general  books  if  they  were  made 
up  at  the  time  that  the  work  was  being  done,  and  they  relate  to 
the  original  costs  and  can  be  substantiated  by  the  accountant. 
I  believe  they  will  be  of  practically  as  much  value  as  if  they 
appear  on  the  general  books.  Of  course  it  would  be  practicable 
to  write  up  in  the  journal  and  post  in  the  ledger,  all  of  these 
overhead  charges ;  but  I  do  not  believe  it  is  necessary.  The 
Committee  does  not  recommend  that.  If  we  analyse  these 
overhead  charges,  getting  them  down  on  paper,  and  support 
them  by  all  the  evidence  it  is  possible  to  obtain  at  the  time, 
we  will  have  taken  a  step  in  advance.  If  we  try  to  jump  too 
far  at  first,  we  may  fall  short  and  accomplish  nothing. 

Mr.  C.  N.  Duffy: — I  think  I  have  found  this  "interest 
lost,"  thanks  to  Mr.  Young.  I  want  to  be  sure  of  it.  I  would 
understand  that  interest  on  bonds  before  the  road  is  operated 
or  interest  on  bills  payable,  before  the  road  is  operated,  would 
be  a  charge  to  "  interest  during  construction,"  under  "  c  "  on 
page  253.  It  is  not  an  overhead  charge,  but  an  intangible 
capital  expenditure. 

Mr.  Rearden  : —  I  would  like  to  inquire  if  any  of  the  com- 
panies represented  make  a  practice  of  charging  interest  on 
betterment  during  reconstruction,  and  if  so,  if  they  have  con- 
sidered such  a  practice  in  accordance  with  the  Interstate  Com- 
merce Commission  rulings. 

Vice-President  Glover  : —  Can  any  gentleman  give  us  in- 
formation on  the  subject? 

Mr.  Geekie  : —  Although  I  am  familiar  with  most  of  our 
accounting  decisions  and  correspondence  I  do  not  recall  that 
the  ciuestion  has  ever  been  raised  as  to  the  treatment  of  in- 
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terest  on  working  capital  used  for  construction.  Interest  on 
loans  and  notes  issued  for  construction  purposes  is  a  proper 
charge  to  road  and  ec[uipment  accounts,  during  the  construction 
period,  according  to  our  present  classification. 

I  would  like  to  ask  the  previous  speaker  where  he  would 
credit  interest  on  working  capital  which  has  been  charged  to 
construction. 

Mr.  Rearden  : —  In  answer  to  the  gentleman  :  The  account 
to  which  this  Interest  During  Reconstruction  would  be  cred- 
ited would  be  the  account  to  which  was  charged  the  interest 
paid  on  loans.  In  a  large  reconstruction  job,  where  consider- 
able betterment  was  involved,  we  might  have  to  finance  it  by 
securing  loans  from  the  banks.  Now,  it  is  argued  that  the 
account  to  which  is  charged  the  interest  we  pay  on  the  loans, 
can  be  credited  with  the  amount  of  interest  charged  on  the 
betterment  during  the  reconstruction  period.  It  is  understood 
that  such  interest  on  betterments  is  to  be  computed  only  on 
that  portion  of  loans  which  is  applicable  to  the  betterment. 

Mr.  Forse: — In  other  words,  you  follow  the  same  proce- 
dure as  in  accounting  for  betterments  expenditures,  pro  rating 
the  interest  charge  as  between  operation  (deduction  from  in- 
come) and  construction  cost. 

Mr.  Rearden: — Yes,  sir. 

Vice-President  Glover: — I  think  that  would  be  a  matter 
on  which  we  would  have  to  have  a  ruling  from  the  Interstate 
Commerce  Commission. 

Mr.  Allen  : —  It  seems  to  me  to  be  pretty  hard  to  draw  the 
line  there,  as  you  get  into  arbitrary  bookkeeping.  What  is 
the  amount  tied  up?  All  companies  are  of  course  supposed  to 
have  some  working  capital,  and  it  would  appear  questionable 
whether  any  two  persons  could  make  the  same  guess  as  to 
the  amount  of  capital  tied  up  in  construction  work.  It  would 
seem  to  me  undesirable,  if  not  dangerous,  to  make  arbitrary 
entries  charging  Property  Account  and  crediting  Operation 
with  items  of  this  nature  without  having  some  definite  basis 
to  work  on. 

Vice-President  Glover  : —  I  think  it  would  be  advisable 
for  Mr.  Rearden  to  direct  an  inquiry  to  the  Committee  on  a 
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Standard  Classification  of  Accounts  and  have  a  ruling  from 
the  Interstate  Commerce  Commission  on  the  subject. 

Mr.  Young  : —  I  wish  to  make  another  statement  in  regard 
to  this  Interest  During  Construction.  We  do  not  seem  to 
be  clear  on  that.  Mr.  Duffy  says  the  interest  on  the  bonds 
is  chargeable  to  construction ;  that  is  quite  true,  but  we  are 
not  talking  about  classifications  of  accounts  now.  We  are 
trying  to  indicate  the  overhead  charges  in  connection  with  the 
physical  work  of  constructing  a  property.  Now,  overhead 
charges  may  be  included  in  construction  charges,  and  we  may 
find  them  elsewhere.  They  may  be  included  in  operating  ex- 
penses. If  the  construction  work  is  in  connection  with  a  road 
that  is  not  in  operation,  some  overhead  charges  may  not  ap- 
pear at  all,  as  in  the  case  loss  of  interest  on  money  subscribed 
for  capital  stock. 

What  the  Committee  has  endeavored  to  do  is  to  enumerate 
all  the  items  which  can  be  gathered  together  under  a  general 
heading  of  overhead  charges,  to  place  them  under  suitable 
subdivisions  in  such  a  way  that  we  can  come  before  this  Asso- 
ciation and  ask  them,  ask  each  accountant  of  each  company  to 
help  the  Association  —  to  help  the  industry  —  to  obtain  suffi- 
cient data,  that  will  support  the  inclusion  of  a  proper  amount 
for  overhead  charges  in  connection  with  any  appraisal  that 
may  be  made  in  the  future. 

Vice-President  Glover  : —  I  think  the  intention  of  the  Com- 
mittee is  clearly  stated  in  the  report.  Ihope  the  members  will 
do  what  the  Committee  has  asked.  If  we  do  not  give  the  ap- 
praiser the  data  on  which  to  base  a  reasonable  appraisement, 
the  management  of  our  companies  will  not  get  what  they  are 
entitled  to,  and  it  is  up  to  us  to  see  that  the  appraisers  realize 
the  importance  of  the  overhead  charges,  and  I  hope  that  the 
members  will  keep  memorandum  accounts  until  such  time  as 
the  interstate  classification  includes  some  of  these  items  in 
their  construction  accounts. 

Is  there  any  further  discussion  of  this  Committee's  report? 
If  not,  what  disposition  shall  we  make  of  it?  The  Chair 
recommends  that  the  question  of  arranging  for  these  records 
be  made  a  matter  of  further  investigation  by  the  Association. 


264  Accountants'  Association 

Motion  made  and  seconded,  that  the  report  of  the  Com- 
mittee be  accepted  and  the  Committee  be  continued.  (Motion 
carried.) 

Vice-President  Glover  : —  The  next  item  on  the  program 
was  an  address  by  Henry  Floy,  of  New  York.  Mr.  Floy 
is  unable  to  be  present,  and  we  have  no  copy  of  his  address, 
so  the  matter  will  have  to  be  passed  over.  If  Mr.  Floy 
presents  us  with  a  copy  of  his  address,  it  will  be  printed  in 
the  Minutes. 

Vice-President  Glover: — The  next  order  of  business  will 
be  a  report  of  the  Committee  on  Best  Methods  of  Collecting 
and  Accounting  for  Variable  Rates  of  Fare. 


REPORT     OF     COMMITTEE     ON     BEST     METHODS     OF 

COLLECTING  AND  ACCOUNTING  FOR  VARIABLE 

RATES    OF  FARE 

To    The  American  Electric  Railway   Accountants'  and  the  American 
Electric  Railway    Transportation   and   Traffic    Associations: 

Gentlemen  :—  Some  two  years  ago  a  special  committee  was  ap- 
pointed by  your  Association  to  study  the  best  methods  of  collecting 
and  accounting  for  variable  rates  of  fare.  This  Committee  has  had 
several  meetings  and  as  reported  to  the  1912  Convention,  attempted  to 
collect  data  from  European  operating  companies  as  those  most  likely 
to  throw  light  upon  the  subject  in  hand  because  of  the  prevalence  of 
zone  fares  as  against  the  fiat  rate  American  standard.  The  Committee 
found  the  companies  on  the  other  side  most  ready  to  co-operate  in 
providing  information,  much  of  which,  however,  is  furnished  in 
foreign  languages  necessitating  considerable  translation  work.  It  has 
not  been  possible  for  the  Committee  to  meet  together  and  devote  to 
the  material  in  hand  the  time  that  would  be  required  to  intelligently 
study  the  plans  effective  in  Europe  and  to  develop  from  these  conclu- 
sions that  would  be  useful  to  our  members  or  to  the  Committee  which 
had  in  hand  for  the  American  Association  this  question  of  rates  and 
fares.  In  the  judgment  of  your  Committee,  this  work  requires  so  much 
time  and  close  attention  that  it  cannot  to  advantage  be  handled  by 
a  Committee  which  can  only  give  it  periodical  attention  at  meetings 
of  short  duration. 

The  American  Association,  which  suggested  the  formation  of  this 
Committee  to  work  in  conjunction  with  the  Committee  appointed  to 
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determine  the  proper  basis  for  rates  and  fares,  and  which  latter 
Committee  has  now  been  succeeded  by  the  "  Committee  on  the  Cost 
of  Passenger  Transportation  Service,"  is  now  planning  to  institute 
what  is  tentatively  described  as  the  Bureau  of  Fare  Research.  It  is 
expected  that  this  plan  will  be  approved  by  the  1913  Convention  and 
that  it  will  come  into  existence  immediately  thereafter.  The  Associa- 
tion will  appoint,  to  have  charge  of  the  work  of  this  Bureau,  some 
one  who  will  give  the  study  of  fares  in  general  his  whole  time,  with 
such  assistants  as  maj^  be  required  to  properly  carry  on  the  work. 
The  Committee  of  the  American  Association  last  described  above 
will  therefore  be  relieved  of  performing  work  of  an  investigatory  or 
analytical  character,  all  details  being  turned  into  the  Bureau  and  the 
Committee  exercising  jurisdiction  and  general  supervision  over  the 
same. 

Therefore,  it  is  the  thought  of  your  Committee  that  the  work  as- 
signed to  it  can,  with  propriety,  be  transferred  to  the  new  Bureau 
and  your  Committee  would  therefore  recommend  that  the  Committee 
on  Variable  Rates  of  Fare  be  discharged  and  the  Executive  Committee 
suggest  to  the  American  Association  the  desirability  of  having  the 
Bureau  of  Fare  Research  take  up  these  duties,  our  Committee  to 
transfer  to  the  Bureau  the  material  which  it  has  already  collected. 

The  data  which  the  European  companies  have  been  good  enough 
to  furnish  is  very  interesting  and  when  carefully  studied,  analyzed  and 
compiled,  would  most  likely  prove  helpful  in  cases  where  other  than 
flat  rates  prevail.  Items  of  interest  noted  in  the  material  are  the 
very  general  existence  of  lap-overs ;  the  restricted  use  of  the  free 
transfer  as  compared  with  its  general  application  in  America;  the  use 
of  what  is  called  double  tickets,  sold  at  something  less  than  two 
fares,  which  take  the  place  of  transfers  and  the  second  part  of  which 
can  be  used  at  any  time  during  the  day  of  purchase.  The  use  of 
tickets  is  common  to  practically  all  of  the  electric  railroads  on  the 
other  side,  and  the  information  shows  that  the  utmost  care  is  taken 
in  the  printing  of  these,  stringent  specifications  being  provided  and 
great  accuracy  being  demanded  in  numbering  The  tickets  are  safe- 
guarded carefully  from  the  printer  to  the  railroad  office  and  up  to  the 
time  of  transmittal  to  the  conductor.  Equal  care  is  displayed  in  the 
dealings  with  the  conductors;  that  is,  in  the  system  of  receipts  taken 
when  the  tickets  are  passed  to  the  trainmen  and  in  the  record  he  is 
required  to  keep  and  the  checking  of  unused  and  returned  tickets.  It 
seems  to  be  the  general  custom  to  provide  conductors  with  strong 
boxes  in  which  to  deposit  the  tickets  and  generally  he  turns  these 
boxes  back  with  his  unused  tickets  and  receipts  securely  locked 
therein,    depositing   same    in    larger    safes    provided    for   the   purpose, 


266  Accountants'  Association 

when  a  receiver's  system  is  not  in  effect.  There  seems  to  be  a 
bit  of  difference  in  the  terms  used  in  Europe,  our  day  or  trip  card 
being  designated  as  a  way-bill,  for  instance.  Also  a  punch  register 
seems  to  be  the  proper  thing  there  and  this  punch  register  serves  as 
a  check,  of  course,  on  the  sale  of  tickets.  Tickets  of  various  colors  are 
used  to  designate  various  zones  and  these  are  evidently  utilized  to 
good  purpose  in  providing  the  ticket  inspectors  with  an  opportunity 
to  check  the  conductor.  These  ticket  inspectors  seem  to  be  clothed 
with  much  authority,  as  for  instance,  one  company  calls  attention 
to  the  fact  that  when  a  ticket  inspector  boards  a  car  and  suspects 
that  all  is  not  right,  he  can  require  the  conductor  to  turn  over  his 
register  punch,  cash,  tickets  and  everything  else  and  a  check  is  made 
immediately  by  the  ticket  inspector. 

The  prepayment  system  has  been  instituted  to  some  extent  but  the 
use  of  this  system  has  quite  naturally  not  nearly  approached  that  of 
this  country.  It  should  be  borne  in  mind  also  that  many  of  the 
operating  companies  are  municipally  controlled  and  one  other  thing  of 
interest,  and  which  probably  proves  advantageous,  is  the  fact  that  in 
some  of  the  cities  the  law  provides  a  fine  for  passengers  who  do  not 
pay  their  proper  fares.  This  provision  holds  not  only  against 
the  passenger  who  refuses  to  pay  when  asked  to  do  so,  but  is  invoked 
against  those  whom  the  conductor  may  overlook.  From  a  perusal  of 
the  European  data,  it  appears  that  they  have  a  variable  rate  of  fare 
for  baggage  or  parcels  accompanying  a  passenger  —  the  fare  or  charge 
depends  upon  the  distance  and  weight  of  the  parcel. 

As  stated  above,  a  comprehensive  development  of  the  system  in 
effect  in  Europe  would  undoubtedly  prove  interesting  and  enlightening 
to  our  members  here.  This  brief  summary  is  merely  intended  to 
touch  upon  some  few  of  the  features  that  have  appealed  to  the  rnem- 
bers  of  your  Committee  as  those  which  you  might  like  to  hear  about. 
Respectfully  submitted, 

M.  R.  BoYLAN,  Chairman, 

C.  H.  Allen, 

W.    B.    Brockway, 

R.  J.  Clark, 
Committee  on  Best  Methods  of  Collecting  and 
Accounting  for  Variable  Rates  of  Fare. 

Discussion  of  Report  of  Committee  on  Best  Methods  of  Col- 
lecting and  Accounting  for  Variable  Rates  of  Fare 

Vice-President  Glover: — You  have  heard  the  report  of 
the  Committee.  Is  there  any  discussion  on  it?  One  portion 
of  the  report  suggests  that  the  Committee  be  discharged  and 
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that  the  matter  be  left  to  the  American  Association.  I  do 
not  hke  the  suggestion.  I  think  the  Committee  ought  not  to 
be  discharged  until  the  American  Association  has  decided  what 
they  are  going  to  do. 

Mr.  Forse  : —  It  was  decided  at  the  meeting  yesterday  — 
the  hearing  was  put  over. 

Vice-President  Glover  : —  The  report  was  adopted  and 
the  report  carried  with  it  a  recommendation  to  arrange  matters 
for  themselves.  It  seems  to  me  the  question  of  expense  might 
prevent  them  from  going  further  into  it. 

Motion  made  and  seconded  that  a  vote  of  thanks  be  ex- 
tended to  this  Committee  and  that  it  be  continued  to  gather 
certain  data  into  definite  shape.     Motion  was  carried. 

Vice-President  Glover  : —  Before  going  to  the  next  item 
on  the  program,  I  think  it  would  be  of  interest  to  have  Mr. 
R.  J.  Clark,  a  member  of  this  Committee,  who  visited  Europe 
recently,  give  us  a  few  remarks  on  the  result  of  his  observa- 
tions connected  with  this  subject. 

Mr.  R.  J.  Clark  : —  I  did  visit  Europe  this  year,  but  under 
other  and  more  favorable  circumstances  than  those  connected 
with  the  operation  of  street  railways.  In  fact  I  was  on  a  wed- 
ding trip.  Nevertheless,  we  both  noticed  transportation  condi- 
tions in  many  European  cities,  particularly  the  collection  of 
fares.  They  have  many  peculiar  practices,  some  of  which  are 
not  adaptable  to  this  country,  but  there  are  some  I  think  we 
could  adopt  with  good  results,  particularly  the  abolition  of  the 
over-crowding  feature. 

That  is  something  well  regulated  there,  and  I  think  we  are 
on  the  eve  of  having  it  regulated  here.  I  think  the  habit  of 
taking  the  first  car  used  to  be  just  as  strong  with  them  as  it 
is  with  us  now,  but  the  citizens  found  there  was  always  a  car 
behind,  and  the  civic  authorities  learned  that  by  reason  of  the 
over-crowding,  losses  and  inconveniences  were  incurred  in 
which  they  suffered,  although  possibly  to  a  less  extent  than  the 
company,  and  they  finally  regulated  the  over-crowding  out  of 
existence. 
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I  could  not  help  but  notice  the  difference  between  the  char- 
acteristics of  their  conductors  and  ours.  Our  conductors,  gen- 
erally speaking,  are  capable  and  competent  men,  and  possibly 
many  of  us  have  felt  that  our  American  system  of  doing  things 
with  a  rush  and  a  noise  is  the  correct  one.  I  was  therefore 
interested  and  surprised  to  note  how  much  the  European 
conductors  accomplished  in  a  quiet  and  unostentatious  way. 
Without  belittling  the  work  and  ability  of  the  conductors  on 
this  side,  I  must  say  that  they  have  a  comparatively  easy  job 
as  compared  with  the  conductors  in  Europe. 

Many  of  our  conductors  feel  that  they  are  overworked 
when  they  have  to  stand  on  the  back  platform,  collect  1,200 
cash  fares  and  issue  40  per  cent  transfers,  make  change  now 
and  again,  call  the  streets,  and  attend  to  the  trolley  pole.  What 
would  they  think  of  a  conductor  who  goes  up  and  down  — 
for  the  double-deck  cars  are  frequent  in  Europe  —  and  through 
the  car  collecting  fares  for  each  one  of  which  he  must  issue 
a  ticket  (of  which,  like  Heinz's  pickles,  there  seem  to  be  about 
fifty-seven  varieties),  answer  questions,  call  the  streets,  and 
perform  the  remaining  duties  usually  assigned  to  our  con- 
ductors, as  well  as  making  change  in  the  intricate  (to  an 
American)  coinage  system  that  prevails. 

Here  is  a  case  that  happened  to  us  in  the  Hague.  We  got 
to  talking  to  the  conductor  who  carried  a  board  on  his  arm, 
which  had  some  fifteen  classes  of  tickets.  I  asked  his  hours 
of  labor  and  how  many  fares  he  collected  a  day.  He  replied 
that  he  worked  nine  hours  and  collected  on  an  average  of 
1,200  fares,  issuing  each  time  any  one  of  the  fifteen  classes 
of  tickets  he  carried  on  the  board  on  his  arm  according  to  the 
distance  the  passenger  desired  to  travel.  In  addition  he  had 
to  make  change,  see  that  the  passenger  did  not  ride  beyond  his 
fare,  and  yet  he  had  plenty  of  time  to  be  patient  and  polite 
to  us.  This  conductor  was  so  interesting  that  we  rode  further 
than  originally  intended  and  took  his  photograph  with  his  big 
bag  for  carrying  tickets  and  change,  and  his  board  with  fifteen 
kinds  of  tickets.     He  had  been  with  the  company  twenty-five 


Report  on  Best  Methods  of  Collecting  Fare         269 

years,  and  I  asked  him  why  he  had  not  advanced.  He  repHed, 
"■  Why,  I  could  have  been  comptroller."  I  said,  "  Why  didn't 
you  accept  the  position."  He  said,  ''  Because  there  was  no 
money  in  it."  Of  course  I  agreed  with  him.  He  said  that  he 
was  making  more  money  now  as  a  conductor,  because  the  peo- 
ple gave  him  tips.  This  seems  to  be  a  very  general  habit  in 
certain  parts  of  Europe,  and  this  man  preferred  to  remain 
a  conductor  rather  than  accept  the  position  of  comptroller. 
As  a  comptroller,  I  w^as  somewhat  humiliated  until  I  learned 
they  called  the  inspectors  "  comptrollers,"  over  there,  and  he 
has  the  unpopular  duty  of  going  through  the  car  and  examin- 
ing everybody's  ticket  to  see  that  he  is  not  exceeding  the 
distance  which  the  fare  calls  for,  and  you  can  bet  he  gets  no 
tips. 

We  also  had  a  rather  humorous  example  of  the  overcrowd- 
ing—  or  rather  the  enforcement  of  non-overcrowding  rules- — ■ 
in  Brussels.  The  car  stopped  and  some  passengers  descended 
and  several  gentlemen  and  a  lady  boarded  the  car.  All  found 
seats  except  the  lady,  so  I  arose  and  offered  her  my  seat  which 
she  accepted.  Very  soon  after  I  was  tapped  on  the  arm  by  the 
conductor,  who  talked  rapidly  and  gesticulated  wildly.  I 
could  not  understand  the  language  but  his  gesticulations  I 
interpreted  to  mean  that  people  could  not  stand  up  in  the  car, 
consequently  we  had  to  alight.  I  afterward  found  that  we 
could  have  stood  on  the  back  platform,  but  there  was  no  stand- 
ing in  the  body  of  the  car. 

We  also  had  an  example  of  the  faith  an  Englishman  has  in 
system  and  order.  A  sudden  storm  came  up  and  we  sought 
shelter  in  a  bus,  as  did  a  great  many  others.  A  gentleman 
stood  back  to  let  us  board  and  the  bus  started.  Very  soon, 
however,  the  conductor  entered  and  tapped  the  gentleman  on 
the  shoulder  and  said,  "  My  dear  sir,  the  bus  is  full."  As  a 
matter  of  fact  every  one  had  seats  except  the  gentleman  who 
had  stepped  back  to  let  us  on,  and  the  bus  was  well  under  way. 
The  passenger  simply  said,  "  Excuse  me,"  alighted  in  the 
middle  of  the  street  in  the  rain,  and  walked  back  to  get  the 
next  bus. 

I  called  on  many  of  the  street  railway  officials  requesting 
them  to  reply  with  the  data  asked  for  by  the  American  Elec- 
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trie  Railway  Association,  if  they  had  not  already  done  so. 
Most  of  them  advised  that  they  had  already  complied  and 
forwarded  the  report,  and  others  said  they  would  do  so. 
Everywhere  there  was  an  evidence  of  interest  and  kindly 
feeling  and  a  desire  to  help. 

Vice-President  Glover  : —  The  next  order  of  business  is 
the  address  by  Mr.  Edwin  Gruhl,  on  "  Factors  Affecting  the 
Cost  of  Passenger  Service."  As  Mr.  Gruhl  is  unable  to  be 
present  Mr.  C.  N.  Duffy  has  consented  to  read  the  address. 


THE  COST  OF  CARRYING  A  PASSENGER  AND  THE 

PROPOSED  WORK  OF  THE  BUREAU  OF 

FARE  RESEARCH 

By  Edwin  Gruhl,  Assistant  to  the  President, 
The  Milwaukee  Electric  Railway  &  Light  Co.  Milwaukee,  Wis.    ; 

Writing  at  the  beginning  of  our  electric  traction  industry  Mr. 
Edward  E.  Higgins,  one  of  the  pioneers  of  this  Association,  gave  the 
assurance  in  his  book  on  Street  Railway  Investments  that  "  The 
municipal  transportation  industry  in  the  United  States  is  intrinsically 
profitable."  One  of  the  noteworthy  reasons  assigned  for  this  state- 
ment was  the  following  commentary  upon  the  American  public : 

"  The  average  American  is  careless  of  small  economies.  He  has  not 
time  to  '  split  a  nickle ' ;  he  despises  a  penny  and  in  some  parts  of  the 
country  will  throw  it  away;  he  will  willingly  pay  five  cents  to  save 
three  minutes  in  a  half-mile  ride,  and  he  will  doubtless  be  the  same 
man  fifty  years  hence." 

Both  of  these  predictions  have  not  been  realized.  The  citizens  of 
many  of  our  municipalities,  whatever  their  extravagances  along  other 
lines,  have  not  hesitated  to  attempt  small  economies  in  car  fare  and 
have  demanded  in  addition  a  length  of  ride  which  is  no  longer 
measured  by  the  half-mile.  This  with  the  rising  cost  of  labor,  material, 
injuries  and  damages,  and  the  increase  in  taxes  and  municipal  bur- 
dens have  led  the  general  conclusion  by  many  investors  that  the 
traction  business  is  intrinsically  unprofitable. 

The  problem  of  how  far  it  is  possible  to  carry  a  passenger  under 
existing  fares  is  one  that  has  claimed  the  attention  of  a  Committee  of 
the  Association  for  several  years.  Several  methods  have  been  pro- 
posed of  calculating  such  a  reasonable  haul  and  much  light  has  been 
thrown  upon  the  probable  outcome  of  any  impartial  investigation  of 
the  cost  of  service.  The  conclusion  reached  that  the  traction  industry 
is  "  Selling  gf)ods  below  cost "  has  created  widespread  discussion  and 
has  already  reflected  itself  in  the  decisions  of  some  of  our  com- 
missions. 
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The  completion  of  the  work  as  outhned  by  the  Committee  of  the 
American  Association  is  too  large  a  task  to  place  upon  a  single  com- 
mittee and  accordingly  the  recommendation  has  been  made  and  adopted 
at  the  present  Convention  of  the  parent  Association  that  the  work 
be  assigned  to  a  separate  organization  to  be  called  the  "  Bureau  of 
Fare  Research."  Such  Bureau  is  to  serve  under  the  direction  of  the 
Committee  on  the  Cost  of  Passenger  Transportation  Service.  Ulti- 
mately this  Bureau  will  have  in  its  employ  the  best  talent  which  can 
be  secured  to  develop  and  complete  the  work  for  the  present  Com- 
mittee. 

While  an  innovation  for  the  electric  railway  Association  the  estab- 
lishment of  such  a  bureau  is  not  an  untried  experiment.  The  Bureau 
of  Railway  Economics  at  Washington  has  been  in  existence  for  several 
years  and  has  prepared  careful  analyses  of  operating  conditions  for 
the  railroads  of  the  country.  The  Rate  Research  Committee  of  the 
National  Electric  Light  Association  while  confining  its  efforts  to  the 
theories  of  rates  and  classifications  of  service  is  performing  a  similar 
function  for  the  electric  lighting  and  power  industry. 

The  success  of  the  venture  will  depend  largely  upon  the  co-operation 
received  from  the  separate  companies  and  especially  the  accounting 
officers  of  these  companies.  The  Accountants'  Association  is  familiar 
v^'ith  the  form  of  financial  and  operating  reports  filed  with  govern- 
mental bodies.  In  many  states  such  information  has  been  supplied 
for  years  and  forms  a  large  part  of  the  bulk  of  the  published  reports 
of  various  of  our  railroad  and  public  service  commissions.  It  is  the 
purpose  of  the  bureau  to  utilize  such  reports  and  to  base  its  con- 
clusions as  to  the  cost  of  transportation  service  under  varying  con- 
ditions upon  the  facts  with  which  the  public  is  familiar  and  to  which 
it  has  had  ready  access.  In  assisting  the  interpretation  of  reports 
prepared  under  varying  classifications,  in  furnishing  supplementary 
information  where  necessary,  and  in  the  preparation  of  suggestions 
the  members  of  the  Accountants'  Association  can  be  of  great  service 
to  the  committee  and  the  Bureau. 

The  cost  of  carrying  a  passenger  and  the  distance  to  which  such  a 
passenger  can  be  profitably  carried  for  a  single  fare  involves  a  calcula- 
tion of  the  operating  expenses  and  investment  charges  applicable  to 
the  service  performed.  The  operating  expenses  are  usually  capable  of 
definite  determination  but  their  allocation  is  not  always  determined 
with  certainty.  It  is  a  common  practice  in  apportioning  costs  between 
various  services  to  ascertain  costs  varying  with  the  car  hour,  with  the 
car  mile,  with  the  miles  of  track  operated  and  with  the  number  of 
passengers  carried.  Frequently  also  in  analyses  of  tliis  character  a 
separation  is  attempted  between  the  costs  varying  with  the  passenger 
hauled  and  the  costs  varying  with  the  passenger  mile.  Classifications 
of  accounts  do  not  so  group  the  various  items  of  expense,  as  to  enable 
such  a   statistical  analysis  without  rearrangement  and   the   manner   of 
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this  arrangement  has  been  a  subject  of  much  discussion.  These 
methods  of  analyses  will  necessarily  claim  the  attention  of  the  Bureau. 

The  total  investment  charges,  in  which  there  is  included  depreciation 
and  return  upon  the  investment  are  not  always  determined  with  the 
same  certainty  as  the  operating  costs  and  do  not  always  appear  from 
the  books  of  account. 

The  work  will  accordingly  devolve  upon  the  Bureau  to  keep  closely 
in  touch  with  the  work  of  physical  valuation  where  it  is  attempted 
and  to  analyze  the  factors  making  up  such  valuations.  The  return 
upon  the  investment,  moreover,  is  not  based  merely  upon  physical 
property  but  the  various  items  of  intangible  value  mvist  be  made  a 
matter  of  special  investigation  before  conclusions  can  be  drawn  as  to 
the  pajdng  haul  per  passenger.  So-called  overhead  charges  additive 
to  appraisals  of  physical  property  have  already  been  a  subject  of 
frequent  discussions  before  the  Accountants'  Association  and  is  a 
matter  of  report  by  a  separate  committee  this  j^ear. 

The  factors  affecting  reasonable  return,  where  the  value  upon  which 
such  a  return  is  to  be  calculated  has  been  determined,  is  another 
problem,  which,  while  not  capable  of  definite  solution,  may  be  fixed 
at  its  lower  limit  by  the  discounted  price  of  securities  at  which  it  is 
necessary  to  obtain  money  to  carry  on  the  business. 

The  question  of  the  extent  to  which  allowance  must  be  made  in  the 
cost  of  service  to  cover  depreciation  is  another  item  of  investment 
charges  which  has  been  the  subject  of  much  controversy  and  which 
must  necessarily  claim  the  attention  of  the  Bureau- in  its  work.  The 
Association  has  already  done  much  through  its  Joint  Committee  on 
Life  of  Railway  Physical  Property  of  the  Accountants'  and  Engineer- 
ing Associations  in  assemblng  data  as  to  the  life  in  service  of  physical 
property  for  which  a  depreciation  allowance  must  be  made. 

When  the  factors  affecting  operating  expenses  and  investment 
charges  have  been  determined  and  the  estimates  of  the  magnitude  of 
such  charges  have  the  support  of  actual  experience,  the  practical 
application  of  such  principles  to  the  problems  of  the  cost  of  passenger 
service  must  be  developed.  As  affecting  urban  service,  such  problems 
include  the  question  of  the  adequacy  of  present  fares  for  the  area 
served  and  the  frequency  of  service  demanded,  the  increasing  cost  of 
peak  hour  service  and  the  cost  of  transfers.  As  affecting  suburban 
service  the  reasonableness  of  extending  lines  to  out-lying  territory  and 
the  extensions  of  single  fare  limits  or  of  urban  service  are  questions 
usually  raised  to  which  the  Bureau  will  direct  its  attention.  The 
application  of  the  zone  system  to  both  urban  and  suburban  service  has 
been  suggested  as  a  solution  to  the  fare  problem  by  the  Committee  and 
will  probably  be  the  matter  of  further  investigation.  Interurban 
service  likewise  has  its  problems  of  inadequate  rates  and  alleged  dis- 
crimination between  various  localities  to  which  a  study  of  the  cost  of 
service  can  be  applied. 


The  Cost  of  Carrying  a  Passenger  273 

Aside  from  these  investigations  it  is  also  planned  that  the  Bureau 
will  assemble,  compile  in  statistical  form,  and  distribute  important 
operating  and  financial  data  relating  to  electric  railways  to  the  end 
that  a  comprehensive  view  of  the  status  of  the  industry  represented  by 
the  Association  may  be  obtained. 

This  sketches  in  a  brief  manner  the  functions  which  it  is  con- 
templated the  Bureau  of  Fare  Research  will  perform.  The  problems 
outlined  are  not  such  that  they  can  be  readily  solved  by  any  single 
company  no  matter  how  well  equipped.  It  has  been  felt  particularly 
by  those  companies  which  have  been  made  the  pioneer  subjects  for 
operations  in  the  present  movement  for  rate  regulation  that  no  other 
subject  is  so  well  fitted  for  co-operative  action. 

In  vmdertaking  a  work  of  this  description  involving  as  it  does  many 
unsolved  problems  and  others  about  which  there  are  apparently  many 
honest  differences  of  opinion,  it  is  evident  that  much  detailed  study  of 
the  various  factors  affecting  the  cost  of  service  is  required  and  that 
immediate  results  from  the  Bureau  cannot  be  reasonably  expected. 

In  all  .this  work  those  officers  of  member  companies  having  charge 
of  the  accounting  will  necessarily  play  an  important  part.  On  them 
will  fall  the  principal  burden  of  supplying  the  essential  data  without 
which  the  broad  work  of  this  Bureau  cannot  be  performed  and  without 
which  it  cannot  apply  to  individual  cases  such  methods  of  analysis  as 
may  be  developed  from  time  to  time. 

The  electric  railway  industry  is  to-day  facing  new  problems  arising 
out  of  the  growing  tendency  for  the  regulation  of  rates  and  the  ex- 
pansion of  territory  within  which  passengers  shall  be  hauled  for  a 
single  fare.  Concerted  action  on  the  part  of  member  companies  is 
required.  It  is  the  purpose  of  the  Association  that  the  preparation 
and  study  of  these  facts  be  done  by  the  Bureau  of  Fare  Research  for 
the  industry  as  a  whole, 

Vice-President  Glover  :■ —  You  have  heard  the  very  in- 
teresting paper  of  Mr.  Gruhl.  What  disposition  shall  be  made 
of  it? 

Alotion  made  and  seconded,  that  the  paper  be  received  and 
filed  and  the  thanks  of  the  Association  tendered  to  Mr.  Gruhl. 

(Motion  put  to  vote  and  carried.) 

Vice-President  Glover: — We  will  now  take  up  the  next 
subject,  which  is  a  paper  on  "  Sinking  Funds  "  by  Mr.  W.  H. 
Forse,  Jr. 

18 
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SINKING  FUNDS 

By  Wm.  H.  Forse,  Jr.,  Secretary-Treasurer, 
Union  Traction  Company  of  Indiana,  Anderson,  Ind. 

A  great  many  of  the  early  electric  railway  mortgages  contained 
sinking  fund  provisions.  When  the  first  electric  railways  were 
operated,  about  twenty-live  years  ago,  their  future  was  problematical 
The  change  from  animal  traction  to  the  cable  was  still  fresh  in  the 
minds  of  investors,  and  when  issues  of  securities  were  proposed  it 
was  considered  the  wise  and  prudent  thing  to  accumulate  funds  for 
paying  off  the  mortgage  bonds  at  maturity. 

The  mortgages  containing  sinking  fund  provisions  stipulate  the  fre- 
quency with  which  contributions  to  the  sinking"  fund  shall  be  made, 
which  is  usually  annually  or  semi-annually.  The  Trustee  of  the 
mortgage  is  in  the  majority  of  cases  entrusted  with  the  custody  of 
the  funds.  The  mortgage  may  provide  that  the  bonds  shall  be  called 
for  payment  by  lot  or  purchased  in  the  open  market,  and  in  some 
cases  the  Trustee  is  authorized  to  invest  the  fund  in  other  securities. 
Theoretically  the  fund  should  be  sufficient,  with  its  accretions,  to  pay 
off  the  entire  debt  at  maturity ;  in  practice  this  is  not  usually  con- 
sidered necessary  unless  the  company  operates  vmder  expiring  fran- 
chises or  is  limited  in  its  charter  or  other  rights.  There  is  no  uni- 
versal rule  of  application  which  governs.  Sinking  funds  are  accumu- 
lated in  a  great  many  different  ways.  The  following  examples  are 
cited   for  illustration  : 

(a)  The  Central  California  Traction  Company  30-yedr  mortgage 
provides  that  payments  to  the  sinking  fund  shall  commence  six 
years  after  date  of  issue;  shall  be  $15,000  per  year  for  ten  years; 
$30,000  per  year  for  the  next  ten  years  and  $45,000  per  year  during 
the  last  four  years.  These  payments  are  to  be  proportionately  reduced 
if  the  entire  authorization   of  bonds   is  not  issued. 

(b)  The  Butte  Electric  Railway  25-year  mortgage  provides  for  a 
sinking  fund  of  10  per  cent  of  the  bonds  outstanding,  beginning  six- 
teen years  after  the  date  cf  the  mortgage. 

(c)  The  Muncie.  Hartford  &:  Fort  Wayne  Railway  Company  mort- 
gage provides  that  payments  to  the  Trustee  shall  be  made  semi- 
annually for  sinking  fund  purposes.  The  payments  are  to  be  2^  per 
cent  of  the  gross  receipts  and  the  company  has  the  option  of  deposit- 
ing its  own  bonds  at  par  in  lieu  of  cash. 

(d)  The  Columbia  Railway,  Gas  &  Electric  Company  mortgage  pro- 
vides for  payments  to  the  Trustee,  annually,  commencing  3y2  years 
after  date  of  the  mortgage,  of  an  amount  equivalent  to  t  per  cent  of 
the  outstanding  bonds. 

(e)  The  Citizens  Street  Railway  Coniiiany  (Muncie,  Ind.)  mort- 
gage provides  for  the  payment  of  a  lump  sum,  semi-annually,  plus  a 
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sum  equal  to  the  amount  which  would  have  then  accrued  upon  all 
of  the  bonds  then  and  theretofore  redeemed  and  canceled  through 
operation  of  the  sinking  fund.  The  fund  is  used  in  redeeming  bonds, 
called  by  lot,  at  105  per  cent  of  their  par  value. 

Sinking  Funds  are  not  so  common  in  recent  electric  railway  mort- 
gages. It  is  considered  better  policy  to  use  cash  in  keeping  the 
physical  property  up  to  high  standards  instead  of  depositing  it  to 
remain  idle  in  sinking  funds  or  using  it  to  pay  off  bonds  in  instal- 
ments through  the  operation  of  such  funds.  When  the  bonds  mature 
they  are  refunded,  frequently  at  lower  rates  of  interest,  provided  the 
company  has  maintained  its  property  and  credit  well,  and  is  not 
hampered  by  short-term  franchises,  rights  or  charters. 

So  long  as  the  old  mortgages  with  sinking  fund  provisions  are 
standing  the  method  of  accounting  for  their  accumulations  will  remain 
a  present-day  problem ;  it  is  interesting  to  note  the  attitude  in  which 
some  accountants  approach  the  subject.  The  broad  statement  is  some- 
times made,  without  any  qualifying  or  modifying  accompaniments, 
that  all  contributions  or  accruals  made  to  sinking  funds,  carrying  out 
the  provisions  of  mortgages  or  other  contracts  requiring  the  estab- 
lishment of  such  funds,  shall  be  grouped  under  the  head  of  (Gross  or 
Net)  "  Income  Deductions,"  in  the  reports  of  income  for  fiscal  periods. 

The  contributions  to  the  sinking  funds  may  be  from  the  stock- 
holders, from  other  loans,  from  accumulated  profits,  from  the  sale 
of  property  not  covered  by  the  mortgage  securing  the  bonds,  or 
through  the  conversion  of  other  assets.  The  following  illustrations 
are  used  to  show  the  difficulty  of  attempting  to  generalize  about  affairs 
which  are  so  diversified  as  the  operation  of  sinking  funds  : 

The  fictitious  Western  Traction  Company's  funded  debt  consists  of 
an  issue  of  $500,000  twenty-five  year  bonds  such  as  the  Columbia 
Railway,  Gas  and  Electric  Company  (d)  providing  for  annual  pay- 
ments to  the  sinking  fund,  commencing  3^  years  after  the  bonds  are 
issued.  At  the  end  of  three  years'  operation  the  Company  has  an 
opportunity  to  and  does  dispose  of  some  land  adjacent  to  the  right- 
of-way,  which  is  not  required  for  railway  purposes.  This  land  is 
enhanced  in  value  and  is  sold  for  $50,000,  although  it  originally  cost 
the  railway  company  only  $30,000.  The  Directors  authorize  that  the 
profit  of  $20,000  in  the  real  estate  transaction  shall  be  used  for  the 
purpose  of  making  four  annual  payments  to  the  sinking  fund.  The 
real  estate  profit  is  thus  used  eventually  in  reducing  the  Company's 
indebtedness.  Has  it  any  connection  with  the  annual  income  account 
of  the  railway? 

Take  an  illustration  that  is  more  common :  The  property  of  the 
fictitious  Southern  Traction  Company,  an  interurban  line  which  is 
built  on  a  private  right-of-way,  and  which  has  a  perpetual  charter 
and  no  short-term  grants,  is  covered  by  a  mortgage  which  provides 
for  sinking  fund  payments  like  the  Citizens  Street  Railway  Company 
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(e)  or  The  Muncie,  Hartford  &  Fort  Wayne  Railway  Company  (c). 
The  company  earns  $100,000  per  year  after  payment  of  its  operating 
expenses,  taxes  and  bond  interest.  The  required  sinking  fund  contri- 
bution amounts  to  $25,000  per  year ;  the  directors  appropriate  $25,000 
to  be  set  aside  as  a  reserve  for  contingencies,  $25,000  to  be  expended 
for  betterments  and  $25,000  for  dividends.  The  Sinking  Fund  con- 
tribution is  a  contractual  requirement,  yet  its  operation  increases  the 
■  company's  net  worth  in  the  same  amount  as  the  appropriation  for 
betterments,  when  the  transaction  is  carried  to  its  natural  conclusion. 
The  sinking  fund  is  applied  to  reduce  indebtedness  by  retiring  bonds; 
the  betterments'  expenditures  increase  assets  in  the  form  of  property 
investments.  Should  either  of  the  items  be  reflected  in  the  annual 
income  account  of  the  railway? 

Carrying  the  illustration  a  step  further :  The  Southern  Traction 
Company  is  leased  for  999  years  to  the  Texas  Traction  Company. 
The  terms  of  the  lease  provide  that  the  Texas  Company  shall  pay  the 
interest  on  the  Southern  bonds  and  shall  also  make  the  payments  to 
the  sinking  fund  as  required  by  the  Southern  mortgage.  There  is 
nothing  in  the  lease  to  indicate  that  the  sinking  fund  payments  are, 
like  bond  interest,  considered  a  part  of  the  rental  of  the  property. 
On  the  other  hand,  the  Lessee  uses  a  sum  of  money  which  was  turned 
over  to  it  by  the  Lessor,  with  other  assets  at  the  time  of  lease,  in 
making  contributions  to  the  sinking  fund.  Should  such  payments, 
being  contractual  recjuirements,  be  included  in  the  Income  Account  of 
the  Texas  Company  which  operates  the  property  and  reports  its  in- 
come, or  should  the  sinking  fund  payments  be  charged  against  the 
account  of  the  Lessor? 

A  final  illustration  will  be  used  : 

John  Henry  conducts  a  prosperous  manufacturing  business  which 
nets  him  a  profit  of  $20,000  per  annum.  He  bought  his  factory 
buildings  with  a  small  amount  of  cash  and  gave  his  notes,  maturing 
annually,  secured  by  a  mortgage  on  the  property.  He  uses  one-half 
of  his  annual  net  profit  to  pay  off  his  notes,  yet  he  states  his  net 
income  at  $20,000  instead  of  $10,000  per  year.  The  notes  are  con- 
tractual requirements;  is  the  manufacturer  justified  in  stating  the 
larger  amount  as  his  yearly  income? 

The  accountant  who  is  confronted  with  situations  such  as  described 
in  the  foregoing  paragraphs  must  decide  how  the  transactions  shall 
be  entered  in  the  company's  records.  If  the  accounts  of  his  corpora- 
tion and  the  methods  of  recording  such  transactions  are  subject  to 
governmental  supervision  there  is  no  choice  left,  otherwise  he  will  be 
guided  by  the  experience  of  others  and  by  his  own  common  sense. 

An  examination  of  the  accounting  systems  prescribed  by  regulatory 
commissions  discloses  the  fact  that  in  some  cases  the  methods  of 
accounting  for  sinking  funds  are  broadly  defined. 
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The  State  of  Wisconsin  System  of  Accounting  for  Electric  Rail- 
ways groups  "  Contractual  Sinking  Fund  Requirements "'  under  the 
head  of  "  Deductions  from  Gross  Income."  The  text  of  the  account 
provides  that  all  accruals  required  to  be  made  by  the  railway  to  sink- 
ing funds  in  accordance  with  the  provisions  of  trust  deeds,  mortgages 
or  other  contracts  requiring  the  establishment  of  sinking  funds,  shall 
(without  exception)   be  included  in  the  monthly  income  account. 

The  State  of  New  York  System  of  Accounts  for  Street  and  Elec- 
tric Railways  contains  an  account  entitled  "  Sinking  Fund  Accruals," 
to  which  shall  be  charged  month  by  month  all  accruals  required  to  be 
made  to  sinking  funds  in  accordance  with  the  provisions  of  mortgages 
or  other  contracts  requiring  the  establishment  of  such  funds.  This 
account  is  to  be  included  in  the  income  account  in  a  group  of  "  Income 
Deduction  Accounts." 

The  Interstate  Commerce  Commission  form  of  "  Income  and  Profit 
and  Loss  Account  "  for  Steam  Roads  provides  accounts  in  the  Income 
Statement  and  in  the  Profit  and  Loss  Statement  for  contributions 
and  accretions  to  sinking  funds,  the  amounts  of  which  are  to  be 
credited  to  certain  balance  sheet  accounts.  The  text  of  the  income 
account  provides  that  "Amounts  of  Appropriation  of  Income  for  Sink- 
ing Funds "  shall  be  included  in  this  account,  and  it  is  further  ex- 
plained that  "the  terms  of  mortgages,  deeds  of  trust,  or  other  con- 
tracts providing  for  the  allocation  of  income  or  for  the  payment  of 
definite  sums  into  sinking  funds  and  for  accretions  to  such  funds  on 
account  of  income  from  previous  investments  may  be  made  the  basis 
of  such  appropriations."  A  footnote  to  the  text  explains  that  if 
appropriations  for  direct  payments  are  made  from  Surplus  they  should 
be  charged  to  the  account  "Appropriations  of  Surplus  to  Sinking  and 
other  Reserve  Funds." 

The  accountant  not  subject  to  governmental  direction,  who  investi- 
gates the  question  for  his  own  enlightenment,  is  interested  in  the  broad 
principles  involved,  rather  than  the  discussion  of  a  particular  peculiar 
case. 

Dicksee  in  his  "Advanced  Accounting"  says  that,  "the  advantage  of 
employing  a  sinking  fund  lies  not  in  any  direct  economy  of  revenue 
charges  that  it  may  affect  but  in  the  assurance  which  it  gives,  that 
when,  the  wasting  asset  against  which  it  has  been  created  has  become 
valueless  there  will  be  moneys  in  hand  available  for  the  purchase  of 
another  asset  of  equal  cost." 

M.  M.  Kirkman,  a  steam  railway  executive,  and  a  writer  on  ac- 
counting subjects  has  this  to  say:  "Sinking  Fund  is  unrepresented 
capital.  It  is  not  chargeable  against  income  account  any  more  than 
any  other  capital  expenditure.  The  reason  why  we  so  often  find  it 
included  in  the  income  accovmt  is  because  of  the  conservatism  of 
proprietors." 
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Hatfield  in  "  Modern  Accounting "  writes  as  follows :  "  Neither 
national  banks  nor  foreign  corporations  consider  the  compulsory 
establishment  of  a  surplus  a  reason  for  understating  the  annual  net 
profits,  and  they  do  not  charge  the  required  percentage  of  their 
profits  as  if  it  were  an  expense,  but  show  it  properly  as  an  appro- 
priation of  profits.  So  the  compulsory  nature  of  the  Sinking  Fund 
while  lessening  the  amount  which  may  be  available  for  dividends, 
should  not  diminish  the  net  profits  shown." 

Hatfield  further  explains  that  even  the  decisions  of  the  courts,  that 
profits  are  ascertained  after  the  payment  of  Sinking  Funds  (Belfast 
&  Moosehead  Lake  Ry.  v.  Belfast,  71  Me.  445  [1885],  Excelsior  Water 
&  Mining  Co.  v.  Pierce,  90  Cal.  131  [1891])  are  to  be  explained  as  a 
ruling  against  forcing  dividends,  rather  than  as  a  scientific  definition 
of  the  nature  of  profits. 

This  discussion  of  Sinking  Funds  might  include  some  reference  to 
the  method  of  accumulating  such  funds  and  of  accounting  for  their 
accretions,  but  sinking  fund  tables  and  directions  for  accumulation 
are  fully  set  forth  in  a  number  of  standard  works.  The  chief  object 
sought  to  be  attained  by  the  presentation  of  this  paper  is  a  full  and 
frank  discussion  of  a  subject  which  concerns  some,  though  not  all, 
electric  railway  accountants. 

Vice-President  Glover  : —  Gentlemen,  you  have  heard  the 
very  interesting  paper  by  Mr.  Forse,  and  I  should  be  pleased  to 
have  Mr.  Davies  discuss  Mr.  Forse's  paper  or  any  other  mat- 
ters connected  with  Sinking  Funds. 

Discussion  of  Paper  on  Sinking  Funds 

Mr.  H.  J.  Davies: —  I  did  not  come  prepared  to  discuss  Mr. 
Forse's  paper,  Mr.  President,  and  I  can  only  add  to  what  he 
has  said  the  peculiar  and  particular  practice  of  The  Cleveland 
Railway  Company, —  not  in  respect  to  sinking  funds,  but  in 
respect  to  certain  provisions  of  the  mortgage  that  secures  its 
bonds.  We  have  no  sinking  fund  for  retiring  or  paying  our 
bonds.  We  have  no  amortization  fund  to  take  care  of  any 
depreciation  in  the  value  of  our  securities,  or  any  difference 
between  the  value  of  our  physical  property  and  the  par  of  our 
securities.  But  we  are  required  by  our  mortgage  to  maintain 
our  property  in  good  condition.  We  may  issue  additional 
bonds  only  to  the  extent  of  50  per  cent  of  the  cost  of  improve- 
ments.    That  is  because  of  a  provision  of  a  statute  of  the 
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State,  that,  as  we  understand  it,  limits  the  amount  of  bonds 
that  may  be  issued  to  the  amount  of  capital  stock  outstanding, 
and  a  provision  of  our  Cleveland  franchise  —  of  which  some 
of  you  may  have  heard  —  that  we  may  issue  additional  stock 
to  the  amount,  and  only  to  the  amount,  of  the  cost  of  better- 
ments, extensions  and  permanent  improvements.  We  sold 
recently  nearly  $5,000,000  of  stock  at  par  to  take  up  an  equal 
amount  of  outstanding  bonds.  The  stock  was  all  taken  by  our 
stockholders.  We  have  outstanding  about  $5,500,000  of  bonds, 
which  I  hope  we  may  take  up  later  by  an  issue  of  stock  at 
par.  The  bonds  are  5  per  cents,  and  run,  I  think,  until  193 1. 
Our  stock  is  6  per  cent  stock,  and,  from  the  stockholders' 
viewpoint,  it  seems  to  me,  at  least,  desirable  to  take  up  these 
outstanding  bonds  by  the  sale  of  stock  at  par,  because  the 
fewer  the  bonds  the  larger  the  equity  in  the  property  for  the 
stockholders.  From  the  city's  standpoint,  as  stated  by  Mr. 
Johnson,  who  was  the  Mayor  of  the  city  at  the  time,  and  as 
has  been  stated  by  other  representatives  of  the  municipality, 
it  is  better  for  Cleveland  that  the  securities  of  the  company 
be  held  there  rather  than  in  New  England  or  New  York.  Most 
of  our  stock  is  owned  in  Cleveland,  our  bonds  in  the  East. 
Our  stock  is  held  in  large  quantities  by  some  of  the  trust  com- 
panies, they  having  invested  in  it,  not  only  for  themselves,  but 
as  trustees  for  estates  and  otherwise.  We  may  redeem  our 
bonds  on  any  interest  day,  at  105  and  interest.  We  may  take 
up  all  the  outstanding  bonds  at  some  time  in  the  future  by  the 
sale  of  stock  and  the  application  of  the  proceeds  to  their  re- 
demption. 

I  said  we  had  no  sinking  fund,  but  we  do  have  one  small 
sinking  fund,  amounting  to  $5,000  a  year,  to  take  care  of  the 
discount  on  the  outstanding  bonds,  most  of  which  were  sold 
at  97. 

If  you  care  to  ask  me  any  questions,  I  will  try  to  answer 
them. 

Mr.  Tingley  : —  I  suppose  you  have  all  noticed  that  A^fr. 
Forse  has  couched  this  very  admirable  paper  in  the  form  of 
a  great  big  question.  He  has  asked  a  big  question.  Now,  I 
want  to  add  another  one  to  the  one  he  has  asked  before  going 
any   further  into   the   matter,   and   that   is   the  consideration 
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of  the  element  of  interest  which  enters  into  practicahy  all 
sinking  funds.  In  other  words,  I  have  found  that  a  bond 
carrying  a  sinking  fund  nets  the  company  more  money,  and 
thereby  reduces  the  actual  —  the  nominal  interest  charge  being 
fixed  —  which  the  company  is  obliged  to  pay. 

With  respect  to  the  accounting  for  sinking  funds  I  must 
confess  that  I  agree  with  the  Commissions  of  Wisconsin  and 
New  York,  that  they  are  proper  charges  against  Income,  for 
the  reason  that  we  are  required  by  all  regulatory  Commissions 
to  charge  the  depreciation  against  Income,  a  sinking  fund 
being  merely  another   form  of  depreciation  charge. 

There  is  another  element  which  enters  into  it,  also  in  that 
respect,  and  that  is  the  new  income  tax.  You  are  permitted  to 
deduct  —  you  are  required  to  deduct  from  your  net  income 
and  compute  it  for  the  purpose  of  taxation,  the  payment  of  all 
lawful  debts  during  the  year. 

Mr.  Gault  : —  Perhaps  it  would  be  interesting  to  know  that 
Montgomery  in  his  new  book,  "Auditing-Theory  and  Practice," 
says  in  part  as  follows :  "  Sinking  Fund  requirements  to  retire 
bonds,  etc.,  must  not  be  confused  with  depreciation  allow- 
ances," also  that  "  the  sinking  fund  installments  are  capital 
expenditure  and  do  not  properly  appear  among  operating  ex- 
penses, but  should  be  stated  as  deductions  from  net  profits 
when  ascertained."  It  would  seem  to  me  if  this  is  correct, 
that  we  should  show  on  our  reports  after  we  have  shown  net 
profits,  our  sinking  fund  payments. 

My  experience  has  been  somewhat  peculiar.  In  making  up 
a  report  for  one  company,  sinking  fund  payments  were  charged 
to  Profit  and  Loss.  This  report  was  gone  over  by  a  firm  of 
public  accountants,  and  the  amount  that  had  been  deducted 
was  credited  back,  thereby  increasing  the  amount  available  for 
dividends.  On  the  report  of  another  company  where  the  mort- 
gage provided  that  the  sinking  fund  should  be  used  for  the 
purchase  of  the  company's  own  bonds,  which  bonds  were  to 
be  kept  alive  and  the  interest  on  same  be  paid  to  the  sinking 
fund,  no  deduction  was  made  for  the  sinking  fund  payment 
itself,  but  the  interest  on  bonds  in  the  sinking  fund  was  de- 
ducted under  fixed  charges.  This  report  was  accepted  without 
any  correction. 


Sinking  Funds  281 

Some  mortgages  provide  that  sinking  fund  payments  should 
be  made  out  of  earnings.  In  discussing  this  with  certain  pubhc 
accountants  they  did  not  think  this  made  any  difference  with 
respect  to  the  way  the  account  should  be  handled. 

Mr.  Brockway  : —  In  my  opinion,  it  is  very  clear  that  sink- 
ing funds  should  not  be  shown  in  the  Statement  of  Income 
Account  any  more  than  you  show  the  amount  which  you  pay 
on  Notes  Payable  as  they  mature.  The  payment  of  sinking 
fund  instalments  is  nothing  but  the  reduction  of  debt. and 
whether  that  is  represented  by  bonds,  or  represented  by  bills 
payable  is  quite  immaterial  so  far  as  the  Income  Account  is 
concerned. 

But  there  is  another  feature  connected  with  the  sinking 
fund  which  the  Commissions,  or  some  of  them  at  least,  are 
directing  the  companies  into  a  situation  which  is  going  to  be 
rather  difficult.  The  payment  of  a  sinking  fund  represents 
two  accounting  transactions,  first,  the  record  of  the  amount 
that  has  accrued  before  it  is  actually  paid  to  the  trustee ; 
second,  recording  the  payment  when  it  is  made  to  the  trus- 
tee. To  set  it  up  as  a  liability  to  the  sinking  fund,  on  the 
liability  side  of  the  balance  sheet  before  the  payment  is  made 
to  the  trustee  I  believe  is  proper.  But  when  the  amount  is 
taken  out  of  cash  and  given  to  the  trustee,  the  liability  ceases. 
Therefore,  to  whatever  extent  the  company  has  reduced  its 
surplus  account  in  order  to  show  the  liability  for  sinking 
fund  on  the  liability  side  of  its  balance  sheet,  when  the  pay- 
ment is  actually  made  to  the  trustee  the  liability  should  then 
go  back  to  the  account  from  which  it  came,  whether  it  is  the 
surplus  account  or  otherwise. 

The  reason  I  speak  of  this  is  that  comparatively  recently 
a  certain  Commission  has  taken  the  position  that  sinking 
funds  should  remain  in  the  balance  sheet  as  a  liability  and 
annual  increases  be  added  to  it  until  the  issue  of  bonds  is 
retired.  That,  I  believe,  is  a  mistake.  This  is  more  clear 
when  you  look  ahead  and  consider  that  when  the  time  comes 
that  the  bonds  are  all  retired  something  will  then  have  to  be 
done  with  this  liability  account  that  will  amount  to  hundreds 
of  thousands,  perhaps  millions  of  dollars  and  which  is  not 
really  not  a  liability  at  all  because  the  company  has  discharged 
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it  annually  when  it  made  its  payment  to  the  trustee.  There 
is  only  one  place  then  that  this  liability  account  can  go  and 
that  is  to  the  account  from  which  it  came.  If  it  goes  to  the 
surplus  account  at  the  end  of  the  period,  what  can  the  com- 
pany do  with  it?  Is  it  any  more  of  a  surplus  then  than  it  is 
as  time  goes  by?  Indeed  it  is  not,  and  that  being  true  why 
wait  thirty,  forty  or  more  years  to  make  the  reversing  entry 
when  the  liability  was  discharged  periodically? 

Mr.  Tingley  : —  What  offsetting  entry  did  they  propose  to 
carry  on  the  other  side.     Suppose  the  cash  is  gone. 

Mr.  Brockway  : — The  theory  is,  first,  to  charge  the  Sur- 
plus or  Profit  or  Loss  and  credit  the  sinking  fund  liability, 
and  then  the  second  transaction  is  merely  a  reduction  of  cash 
and  the  charging  to  the  trustee  as  a  sinking  fund  investment, 
leaving  both  accounts  standing  until  the  termination  of  the 
bond. 

Mr.  C.  N.  Duffy  : —  Without  reducing  the  bonded  indebted- 
ness. 

Mr.  Young: — I  would  like  to  ask  Mr.  Brockway  whether 
the  ruling  of  the  Commission  he  has  in  mind  concerns  a  par- 
ticular sinking  fund  or  whether  it  was  a  general  ruling. 

Mr.  Brockway  : —  The  ruling,  as  I  understand  it  was  gen- 
eral. It  was  rather  a  broad  statement  and  they  went  further 
and  said  that  any  Company  which  did  not  keep  its  liability 
account  open  until  the  end  of  the  period  might  be  insolvent. 

My  examination  of  mortgages  has  disclosed  a  very  diversi- 
fied wording  of  the  sinking  fund  clause.  Those  mortgages 
which  provide  that  the  sinking  fund  shall  be  paid  out  of  net 
earnings  are  rare.  They  usually  say  that  the  sinking  fund 
shall  be  set  aside  in  a  given  amount  at  a  given  time.  I  am 
quite  in  accord  with  the  theory  that  until  the  amount  is  de- 
posited with  the  trustee  the  liability  should  show  as  a  liability 
to  the  sinking  fund.  I  do  not  know  but  what  I  am  prepared 
to  say  further  that  after  the  liabilityl  has  been  discharged 
by  the  payment  to  the  trustee  the  Company  is  really  in  a  posi- 
tion to  pay  dividends  out  of  that  surplus.  But  whether  they 
pay  it  in  cash,  from  the  sale  of  property,  such  as  Mr.  Forse 
speaks  of,  or  whether  they  pay  it  by  stock  dividend,  it  seems 
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to  me  is  immaterial.  The  surplus  has  been  earned  and  is 
available. 

The  point  of  keeping  that  account  alive  as  a  permanent 
deduction  from  surplus  is  the  part  that  interests  me.  My 
reading  of  the  authorities  on  accounting  shows  a  confusing 
difference  of  opinion.  I  think  Mr.  Forse  will  agree  with  me 
that  the  authorities  are  divided.  Mr.  Hatfield,  in  the  book 
from  which  Mr.  Forse  quotes,  shows  the  method  of  pro- 
cedure of,  I  think,  a  half  dozen  companies  illustrating  as 
many  different  methods.  And  after  my  reading  and  study 
I  have  come  to  the  conclusion  which  I  have  stated. 

Vice-President  Glover  : —  It  seems  to  me  that  after  pay- 
ment is  made  and  the  obligation  discharged,  it  is  available  for 
dividends  if  the  management  of  the  Company  desires  to  use  it. 
I  think  that  is  a  matter  for  the  Directors  of  the  Company  to 
determine  for  themselves.  We  have  made  payments  on  a  sink- 
ing fund  in  accordance  with  the  provisions  of  our  mortgage 
and  we  held  it  as  a  liability,  just  as  Mr.  Brockway  mentioned 
the  Commission  required.  At  any  time  you  desire,  you  may 
throw  it  into  the  profit  and  loss  account,  or  use  it  for  divi- 
dends. 

Mr.  MacRae  : —  The  argument  seems  to  be  that  you  are 
creating  a  liability.  You  are  not  creating  a  liability  in  the  ac- 
counting sense  of  the  word  at  all.  You  are  creating  an  obliga- 
tion. You  cannot  discharge  the  liability  until  the  mortgage  is 
paid.  If  I  go  to  a  bank  and  borrow  $100  for  five  months  and 
agree  to  deposit  $20  a  month  in  the  Savings  Department,  for 
five  months,  I  am  not  creating  an  additional  liability,  I  am  sim- 
ply assuming  an  obligation.  The  reason  this  question  comes 
up,  and  the  reason  some  of  our  States,  and  particularly  the  In- 
terstate Commerce  Commission,  have  made  it  a  charge,  is  that 
the  Board  of  Directors  can  pay  out  every  dollar  of  surplus  in 
dividends.  They  can  borrow  the  money  if  necessary.  That 
is  the  common  law.  I  think  some  terms  have  been  rather 
loosely  used  this  morning.  The  Interstate  Commerce  Com- 
mission does  not  require  sinking  funds  to  be  charged  against 
income.  They  do  require  the  company  making  the  report, 
however,  to  deduct  from  the  Net  Profits  —  that  is  surplus 
applicable  to  dividends  —  an  amount  equal  to  the  amount  set 
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aside  for  sinking  fund,  in  order  that  the  directors  cannot  pay 
out  the  money  in  dividends.  This  is  the  only  reason  the  Com- 
missioners require  a  charge  to  protect  the  mortgage  and  prevent 
the  Board  of  Directors  from  diverting  the  surplus.  Net  Prof- 
its are  what  the  banks  call  undivided  profits,  and  whatever  is 
set  aside  in  the  end  goes  back  into  the  Surplus  Account,  but 
in  the  interval  cannot  be  paid  out  in  cash  dividends  or  in  stock 
dividends. 

Mr.  Forse  : —  Do  I  understand  you  to  say  that  the  Interstate 
Commerce  Commission  does  or  does  not  make  provision  for 
charging  the  sinking  fund  accruals  against  income? 

Mr.  MacRae  : —  I  make  the  statement  that  the  Interstate 
Commerce  Commission  does  not  require  the  charge  against 
income. 

Mr.  Forse  : —  I  will  read  you  the  instructions  printed  in  the 
pamphlet  issued  by  the  Interstate  Commerce  Commission,  en- 
titled "  Form  of  Income  and  Profit  and  Loss  Statement  for 
Steam  Railroads,  effective  July  i,  1912."  Under  the  grouping 
number  four.  Disposition  of  Net  Income,  there  is  an  account 
designated  131 — Appropriations  of  Income  to  Sinking  and 
other  Reserve  Funds.  The  complete  text  of  the  account  is  as 
follows : 

This  account  should  include  amounts  of  appropriations  of  in- 
come for  sinking  and  other  reserve  funds.  The  terms  of  mort- 
gages, deeds  of  trust,  or  other  contracts  providing  for  the  alloca- 
tion of  income  or  for  the  payment  of  definite  sums  into  sinking 
and  other  reserve  funds,  and  for  accretions  to  such  funds  on 
account  of  income  from  previous  investments,  may  be  made  the 
basis  of  such  appropriations. 

The  appropriations  for  payments  or  accretions  to  the  funds 
may  include  amounts  equal  to  (i)  direct  payments;  (2)  the  interest 
or  dividends  on  securities  issued  or  assumed  by  the  accounting 
company  and  held  in  such  funds;  (3)  the  income  from  investments 
in  securities  (other  than  those  issued  or  assumed  by  the  account- 
ing company)  held  in  such  funds,  and  (4)  the  income  from  cash 
and  other  property  held  in   such   funds. 


Note  A. — -The  amounts  charged  to  this  account  should  be  concurrently  credited 
to  balance  sheet  account  B  49,  "  Reserves  from  Income  or  Surplus  " 

Note  B. —  If  appropriations  f o  ■  dir:^c^,  payments  are  made  from  surplus,  they 
should  be  charged  to  account  PL  6,  "  Appropriations  of  Surplus  to  Sin.  ing  and 
Other  Reserve  Funds." 
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This  is  the  Income  Account  to  which  my  paper  refers  in  the 
discussion  of  Interstate  Commerce  Commission  accounts. 

Mr.  MacRae  : —  I  have  the  Interstate  Commerce  Commis- 
sion classification  in  my  hand.  It  provided  for  certain  Operat- 
ing Revenues  and  Operating  Expenses ;  the  balance  is  Railway 
Operating  Income;  to  this  balance  is  added  certain  items  of 
Other  Income ;  from  this  Gross  Income  certain  deductions  are 
made,  the  final  balance  is  Net  Income  or  Surplus.  Against 
this  Xet  Income  or  Surplus,  is  charged  Appropriations  to  Sink- 
ing Funds  and  this  charge  is  carried  on  the  Balance  Sheet  as 
Appropriated  Surplus.  It  is  not,  therefore,  a  charge  to  Income 
in  any  sense  of  the  word,  but  it  is  a  charge  to  Surplus. 

Mr.  Forse  : —  I  have  the  exact  language. 

Mr.  MacRae  : —  Here  is  the  classification.  You  will  notice 
it  in  the  last  part,  Deductions  from  Net  Income. 

\"ice-President  Glover: — I  think  it  is  just  a  misunder- 
standing of  the  word. 

Mr.  Forse  : —  I  think  you  have  overlooked  the  fact  that  there 
arc  two  portions  of  this  pamphlet;  the  latter  portion  is  that 
relating  to  profit  and  loss. 

Mr.  MacRae: — Profit  and  Loss  is  Surplus. 

Mr.  Forse: — The  first  part  of  the  book  is  that  relating  to 
Income  Account,  in  that  is  this  account  as  I  read.  I  am  sorry 
to  take  up  this  time.  This  account  includes  the  mention  of 
appropriation  of  income  for  sinking  and  other  reserve  funds. 

Mr.  MacRae  : —  What  is  it  charged  to  ?  It  is  not  charged 
to  income.  It  is  a  deduction  from  the  Net  Income  —  deduc- 
tion from  your  Surplus. 

Mr.  Forse  : —  It  then  seems  to  be  a  question  whether  the 
surplus  is  Net  Income. 

Mr.  MacRae  : —  That  is  the  crux  of  the  discussion.  There 
is  no  difference  between  Surplus  and  Net  Income. 

Mr.  Forse  : —  You  are  using  the  meaning  of  income  account. 
Some  of  us  here  are  inclined  to  view  income  account  as  the 
difi^erence  between  revenue  and  receipts  without  any  revenue 
expenses,  without  any  deductions  for  fixed  charges.     If  you 


286  Accoiintants'  Association 

will  look  at  the  thing  broadly  you  know  the  income  account 
is  the  entire  result  for  the  period  it  is  in  force. 

Mr.  MacRae  : —  That  is  not  true,  Mr.  Chairman.  Here  is 
my  authority.  Your  directors  have  first  to  pay  all  the  operat- 
ing expenses  and  the  fixed  charges  accruing  against  the  prop- 
erty and  what  is  left  belongs  absolutely  to  the  stockholders. 

According  to  the  law,  every  dollar  so  remaining  can  be  paid 
by  the  directors  in  dividends ;  every  dollar  of  it ;  they  can  bor- 
row the  money  if  necessary.  This  balance  after  paying  fixed 
charges  closes  the  Income  Account  and  this  balance  is  known 
as  Net  Income  or  Surplus,  use  either  term  you  please. 

To  protect  the  bondholders,  the  Commission  provides  against 
a  misappropriation  of  that  surplus  by  requiring  the  amount  set 
aside  for  Sinking  Funds  to  be  charged  against  Net  Income 
(Surplus)  and  not  against  the  Income  Account  proper.  That 
is  the  distinction  and  it  is  an  important  one. 

Mr.  Gidney  : —  In  considering  the  proper  treatment  of 
sinking  funds  in  the  records  of  the  company  it  may  be  of  in- 
terest to  learn  of  an  experience  which  I  recently  had  in  this 
connection  and  conclusion  reached  in  respect  to  the  same. 

The  case  I  have  in  mind  is  a  newly  incorporated  company 
which  acquired  the  assets  and  assumed  the  obligations  of 
three  or  more  public  utility  companies  which  had  been  doing 
business  for  some  time.  Among  the  obligations  were  three 
series  of  bonds,  two  of  which  provided  for  sinking  funds 
whereby  2  per  cent  of  the  amount  of  bonds  outstanding  was 
to  be  deposited  annually  with  the  Trustee  of  the  sinking 
fund.  This  case  is  somewhat  unique,  inasmuch  as  it  required 
the  company  to  provide  at  once  for  sinking  fund  payments 
with  practically  no  surplus  to  draw  on. 

After  considering  the  matter  thoroughly  we  finally  con- 
cluded that  "the  Trustee  was  not  concerned  from  what  source 
the  company  derived  the  funds  which  were  paid  to  the  said 
Trustee  as  provided  in  the  mortgage  indenture,  and  so  long 
as  the  company  made  its  payments  each  year  as  provided  and 
made  proper  provision  for  depreciation,  the  Trustee  would  be 
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satisfied.  It  does  not  seem  to  me  that  the  question  of  sinking 
fund  has  anything  to  do  with  profits  and  that  it  is  simply  a 
provision  made  by  the  Trustee  for  the  bond  holders  with  the 
idea  of  insuring  a  certain  sum  of  money  to  be  applied  toward 
the  retirement  of  bonds  from  time  to  time,  or  at  maturity. 
These  funds  which  the  company  pays  to  the  Trustee  may  be 
derived  by  issuance  of  notes,  sale  of  property  not  covered  by 
the  mortgage,  or  by  disbursing  a  part  of  the  funds  held  as 
working  capital,  some  of  which  may  possibly  have  been  de- 
rived from  surplus  earnings. 

In  conclusion,  I  will,  therefore,  say  that  in  my  opinion  the 
only  liability  which  should  be  set  up  on  the  books  in  connec- 
tion with  the  sinking  fund  is  where  the  company  is  in  arrears 
or  in  default  in  respect  to  one  or  more  sinking  fund  payments, 
which  have  become  due  and  have  not  been  paid.  In  that 
case  a  liability  account  should  be  set  up  known  as  "  Sinking 
Fund  Accruals  Matured."  When  the  payments  are  made 
the  amounts  paid  to  the  Trustee  will,  of  course,  be  charged 
against  this  account,  thereby  closing  it  out. 

Under  no  circumstances  do  I  think  it  proper  to  charge 
Surplus  and  credit  Sinking  Fund  Accruals  with  the  sinking 
fund  payments  made  annually. 

Vice-President  Glover:^  I  will  call  on  Mr.  DuiTy  to  close 
the  discussion. 

Mr.  C.  N.  Duffy  : —  Mr.  Chairman,  Mr.  Tingley  said  that 
Mr.  Forse  had  asked  a  great  big  question,  and  that  he  ( Mr. 
Tingley)  added  on  another  question.  Now,  I  always  hesitate 
to  critize  any  paper  and  I  do  not  know  that  I  ever  did  so  before, 
and  certainly  hesitate  to  do  so  in  this  instance,  because  the 
paper  is  presented  by  an  ex-President  of  the  Association,  a 
member  of  the  Committee  on  A  Standard  Classification  of  Ac- 
counts a  writer  on  accounting  subjects,  a  man  of  "  force." 
But  he  has  neither  asked  the  question  I  think  ought  to  be 
asked  nor  has  he  said  what  "  sinking  fund  "  is.  I  am  going  to 
ask  the  lantern  operator  to  throw  a  slide  on  the  screen,  which 
I  think  will  explain  what  I  mean. 
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Now,  there,  gentlemen,  is  what  a  sinking  fund  really  is. 
I  might  say  that  a  gentleman  cut  this  out  of  Life  just  about  the 
time  the  Convention  of  the  Accountants'  Association  was  an- 
nounced and  sent  it  to  me,  thinking  I  might  be  interested  in  it. 
I  thought  it  would  be  rather  illuminating  in  this  discussion. 

I  used  to  think  of  sinking  funds  as  Mr.  Tingley  expressed 
himself.     But  after  giving  the  matter  careful   consideration, 

and  in  view  of  certain  additional 
light  that  has  recently  come  to 
me,  I  am  thoroughly  convinced 
that  both  Mr.  Tingley  and  my- 
self are  entirely  wrong.  I 
think  Mr.  Brockway's  position 
is  absolutely  right.  I  think  the 
retirement  of  a  debt  whether 
bonded  indebtedness  or  bills 
payable  or  any  other  kind  of  a 
debt  is  solely  and  only  the  re- 
duction or  wiping  out  of  a  lia- 
bility. It  has  nothing  to  do 
with  income  account.  I  think 
the  Wisconsin  classification  of 
accounts,  and  the  deductions 
from  the  income,  providing  for 
sinking  fund  requirements,  are 
wrong.  I  think  I  am  responsible 
for  that  provision  to  a  consider- 
able degree.  I  believe  the  whole 
question  is  misunderstood.  Let  us  get  away  from  the  public 
utility  business  and  take  a  plain,  easily  understandable  ex- 
ample. Suppose  I  have  a  lot  worth  $i,ooo  and  build  on  that 
lot  a  house  that  cost  $5,000.  I  borrow  the  $5,000  and  agree  to 
pay  it  back  in  ten  years,  $500  a  year  with  interest  on  the 
deferred  payments.  Now,  at  the  end  of  the  first  year,  if  I 
had  borrowed  that  money  from  Mr.  Brockway  and  walked 
up  with  my  little  $500.  Mr.  Brockway  is  not  interested  in, 
nor  is  it  any  of  his  business  where  I  got  the  $500,  as  long 
as    I    discharge    the    liability,    which    under    the    mortgage    I 
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agreed  to  do.  It  would  be  foolish  for  me  on  my  books  to 
go  through  the  procedure  that  is  laid  down  by  the  Wisconsin 
classification  of  accounts.  I  might  have  gone  to  Mr.  Ting- 
ley  or  some  other  of  these  plutocratic  gentlemen  and  bor- 
rowed the  $500  before  I  paid  Mr.  Brockway.  Now,  I  have 
just  as  much  liability  as  I  had  before  only  it  is  of  a  different 
nature.  I  owe  Mr.  Tingley  $500  and  I  owe  Mr.  Brockway 
$4,500. 

I  am  sorry  that  Mr.  J.  D.  Mortimer,  our  President  and  Gen- 
eral Manager,  who  was  in  the  room,  has  left.  Mr.  Mortimer 
has  given  the  question  of  financing  public  utilities  a  great  deal 
of  study  and  he  has  had  extended  experience  in  connection 
therewith.  He  knows  a  great  deal  about  mortgages,  sinking 
funds  and  all  the  matters  r>ilated  thereto.  He  is  so  much  in- 
terested in  the  public  utility  business  and  so  much  interested 
in  this  Association,  that  he  has,  I  think,  read  every  paper  that 
has  been  printed,  including  Mr.  Forse's  paper.  Mr.  Morti- 
mere  did  not  think  he  would  be  able  to  be  at  the  Convention, 
so  he  sent  me  what  he  calls  a  memorandum,  setting  forth  his 
ideas  and  views  on  this  question,  which  are  in  accord  with  Mr. 
Brockway's  position,  and  in  accordance  with  what  I  have 
stated  here.  Mr.  Mortimer  presents  his  views  so  clearly,  so 
much  better  than  I  could,  that  with  your  permission,  Mr. 
Chairman,  I  will  be  glad  to  read  Mr.  Mortimer's  memoran- 
dum. 

There  is  a  great  deal  of  misunderstanding  as  to  the  real  purpose 
of  sinking  funds  as  they  are  required  in  mortgages  securing  issues  of 
bonds,  and  even  many  bankers  today,  unthinkingly,  are  of  the  opinion 
that  the  provision  for  such  funds  must  be  made  out  of  income.  This 
belief  is  identical  with  that  which  has  been  running  through  accounting 
practice  for  years  past,  and  into  which  error  many  public  service 
commissions  have  fallen  in  developing  their  classifications  of  accounts. 

Sinking  funds  are  only  a  means  of  retiring  capital  obligations  evi- 
denced by  bonds.  Their  intended  purposes  are  various  but  their 
practical  result  is  the  same.  Even  where  a  mortgage  provides  that 
the  sinking  fund  shall  be  paid  from  net  income,  I  am  not  of  the  opinion 
that  it  is  incumbent  upon  the  corporation  or  mortgagor  to  show  by 
its  accounts  that  such  sinking  funds  have  been  provided  from  income. 

Sinking  funds  now  have  no  place  in  mortgages  on  public  utility 
properties.     They  found  their  way  into  the  provisions  of  older  mort- 
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gages  on  the  assumption  that  the  mortgage  would  soon  become 
closed,  permitting  the  issue  of  no  further  bonds  and  that  the 
property  would  depreciate  in  value.  In  view  of  the  very  rapid 
growth  of  all  classes  of  public  utility  properties  it  has  become  evident 
to  conservative  bankers  that  the  imposition  of  a  sinking  fund  is 
burdensome  to  the  mortgagor  and  that  the  maintenance  of  the  physical 
property  should  be  provided  for  by  other  means.  This  has  led  to  the 
development  in  many  recent  mortgages  of  the  so-called  improvement 
fund,  which  is  referred  to  in  the  paper  by  Mr.  A.  M.  Harris,  on 
"  Electric  Railway  Securities  from  the  Investor's  Viewpoint "  read  be- 
fore the  American  Association  at  this  Convention.  The  Improvement 
fund  partakes  of  the  properties  of  the  sinking  fund  except  that  it  may 
be  used  against  the  construction  of  additional  property  for  which  no 
additional  bonds  may  be  certified  by  the  trustee  of  the  mortgage. 
It  is  calculated  in  similar  manner  to  the  sinking  fund  and  may  or  may 
not  be  a  charge  against  income.  It  is  directly  designed  to  assist  in 
the  preservation  of  property  and  in  this  regard  is  much  more  specific 
than  the  old  form  of  sinking  fund. 

My  own  personal  view,  which  is  concurred  in  by  many  conservative 
bankers  and  other  people  familiar  with  the  finances  of  public  utilities, 
is  to  the  efifect  that  the  preferable  way  of  providing  for  the  maintenance 
and  depreciation  of  property  is  to  make  a  specific  allotment  each  year, 
measured  either  as  percentage  of  value  of  physical  property  or  as  a 
percentage  of  gross  earnings,  which  shall  be  set  aside  for  maintenance 
and  depreciation.  The  balance  remaining  in  this  fund  shall  be  used 
either  for  making  good  depreciation  or  for  the  construction  of  new 
property  against  which  no  bonds  shall  be  issued.  The  improvement 
fund  is  a  compromise  between  this  latter  method  and  the  sinking 
fund  method. 

Vice-President  Glover  : —  I  am  sorry,  indeed,  to  stop  this 
discussion,  because  it  is  very  interesting.  If  Mr.  Forse  has 
anything  further  to  say  in  closing  we  will  be  glad  to  hear  it. 

Mr.  Forse  : —  I  want  to  say  a  word  in  closing.  Mr.  Ting- 
ley  made  the  remark  that  this  paper  was  a  great  big  question. 
I  wonder  if  there  is  any  doubt  on  the  part  of  the  members 
present  as  to  my  personal  views.  I  feel  pretty  strongly  that 
sinking  funds  accounts  are  not,  generally  speaking,  a  proper 
charge  against  income.  While  I  did  not  so  state  in  my  paper, 
I  left  the  question  open  in  order  that  there  might  be  a  full  and 
frank  discussion.  I  want  to  be  put  on  record  as  being  dis- 
tinctly opposed  to  charging  sinking  fund  accounts  against 
current  income,  under  ordinary  conditions. 
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Vice-President  Glover: — We  are  deeply  indebted  to  Mr. 
Mortimer  for  his  exposition  of  the  subject.  I  regret  exceed- 
ingly he  left  before  it  came  up.  I  expected  to  call  on  him  to 
address  us  on  the  subject,  because  I  knew  he  was  deeply  inter- 
ested in  it. 

What  disposition  shall  be  made  of  Mr.  Forse's  paper? 

It  was  regularly  moved  and  seconded  that  the  paper  be 
accepted  and  Mr.  Forse  extended  a  vote  of  thanks. 

(Motion  carried.) 

Vice-President  Glover  : —  The  next  order  of  business  is 
the  report  of  the  Committee  on  Resolutions  by  Mr.  Gault. 

REPORT  OF  THE  COMMITTEE  ON  RESOLUTIONS 

To  The  American  Electric  Railway  Accountants'  Association: 

Gentlemen  : —  The  Committee  on  Resolutions  begs  to  submit  here- 
with its  report  as   follows : 

Whereas  this  Association,  having  been  deprived  of  the  valued 
services  of  our  esteemed  President  during  the  session  of  this  Con- 
vention, therefore,  be  it 

Resolved,  we  express  our  sincere  regrets  that  Mr.  J.  H.  Neal  has 
been  thus  prevented  from  rounding  out  the  duties  of  his  administration. 

Resolved,  that  our  sincere  thanks  are  hereby  tendered  all  the  retir- 
ing officers  of  this  Association,  as  well  as  the  various  Committees  and 
contributors  of  the  instructive  papers  for  their  untiring  efforts  in 
making  this  one  of  the  most  successful  meetings  of  the  Association. 

Also  be  it  Resolved,  that  this  Association  owes  a  debt  of  gratitude 
which  is  hereby  acknowledged  for  the  many  courtesies  extended  and 
the  untiring  efforts  of  the  American  Electric  Railway  Manufacturers'' 
Association  in  providing  entertainment  so  thoroughly  enjoyed  by  the 
members   of  this  Association  and   their   friends. 

Resolved,  that  the  thanks  of  this  Association  are  hereby  expressed 
to  Mr.  H.  C.   Donecker,   retiring  Secretary  of  the  American  Electric 
Railway  Association,  for  the  many  favors  he  has  extended  this  Asso- 
ciation, and  all  others  to  whom  acknowledgments  of  courtesies  are  due. 
Respectfully  submitted, 

E.  D.   Gault,  Chairman, 
H.  L.  Sanders, 
George   B.   Cade, 

Committee  on  Resolutions. 
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It  was  regularly  moved  and  seconded  that  the  report  of  the 
Committee  on  Resolutions  be  accepted. 

(Motion  put  to  vote  and  carried.) 

Vice-President  Glover  : —  The  next  order  of  business  is 
the  report  of  the  Committee  on  Nominations  by  Mr.  Tingley. 

(Mr.  G.  W.  Kalweit,  Second  Vice-President,  now  in  the 
Chair.) 

REPORT  OF  THE  COMMITTEE  ON  NOMINATIONS 

To  The  American  Electric  Raihvay  Accoimtants'  Association: 

Gentlemen  : —  Your  Committee  on  Nominations  begs  leave  to  report 
the  following  nominations  for  officers  for  the  year  1913-1914: 

For  President,  M.  W.  Glover,  Secretary  and  Auditor,  Mobile  Light 
&  Railroad  Co.,  Mobile,  Ala. 

For  First  Vice-President,  Thomas  P.  Kilfoyle,  Auditor,  The  Cleve- 
land Railway  Co.,  Cleveland,  Ohio. 

For  Second  Vice-President,  A.  H.  Kayser,  General  Auditor,  San 
Diego  Electric  Railway  Co.,  San  Diego,  Cal. 

For  Third  Vice-President,  C.  S.  Mitchell,  Comptroller,  Pittsburgh 
Railways   Co.,   Pittsburgh,   Pa. 

For  Secretary-Treasurer,  M.  R.  Boylan,  General  Auditor,  Pubhc 
Service  Railway  Co.,  Newark,  N.  J. 

For  Members  of  the  Executive  Committee,  The  Officers  and  W.  G. 
Nicholson,  Auditor,  Omaha  &  Council  Bluffs  Street  Railway  Co., 
Omaha,  Neb. ;  Walter  Shroyer,  Auditor,  Union  Traction  Company  of 
Indiana,  Anderson,  Ind. ;  H.  D.  Vickers,  Cashier,  Roanoke  Railway  & 
Electric  Co.,  Roanoke,  Va.,  and  Herbert  A.  Gidney,  Auditor,  Barre  & 
Montpelier  Traction  &  Power  Co.,  Boston,  Mass. 
Respectfully  submitted, 

C.   L.    S.   Tingley,   Chairman, 
H.  B.  Cavanaugh, 

H.    J.    JUMONVILLE, 

L.  T.  HixsoN, 
C.  B.  McCouRT, 

Committee  on  Nominations. 

Vice-President  Kalweit  : —  What  disposition  shall  be 
made  of  the  report  of  the  Committee  on  Nominations? 

Motion  duly  made  and  seconded  that  the  Secretary  cast  the 
ballot. 

(Motion  put  to  vote  and  carried.) 

The  Secretary  casts  the  ballot  and  declares  the  officers 
elected. 
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Vice-President  Kalweit  : —  I  will  now  call  upon  Mr. 
Glover,  as  we  wonld  like  to  hear  from  the  new  President  of 
the  Accountants'  Association. 

President-elect  Glover  :- —  Gentlemen,  I  wish  to  thank  you 
for  this  honor  that  you  have  conferred  upon  me,  which  is  the 
highest  in  the  gift  of  the  Association.  I  appreciate  it.  I  will 
do  everything  I  can  for  the  interests  of  the  Association,  and  I 
hope  that  the  coming  administration  will  be  as  successful  as 
the  previous  one. 

Vice-President  Kalweit  : —  I  would  like  to  call  on  Mr. 
Kilfoyle,  the  First  Vice-President-elect. 

Mr.  Kilfoyle  : —  Mr.  President  and  Gentlemen,  I  wish  to 
thank  you  for  the  honor  conferred  upon  me.  I  assure  you  I 
will  do  everything  I  can  to  further  the  interests  of  our  Asso- 
ciation. As  it  is  getting  late  and  the  members  will  wish  to 
leave,  I  will  not  detain  you  longer  than  to  again  thank  you  for 
the  honor. 

Vice-President  Kalweit  : —  I  would  like  to  call  on  the 
Second   Vice-President-elect.      (No   response.) 

Is  Mr.  C.  S.  Mitchell,  the  Third  Vice-President-elect,  pres- 
ent?    (No  response.) 

We  will  be  pleased  to  hear  Mr.  Boylan,  our  Secretary-Treas- 
urer, say  a  few  words. 

Mr.  Boylan  : —  I  fully  expected  to  be  retired  at  the  close 
of  this  meeting,  but  as  you  have  seen  fit  to  elect  me  for  the 
ensuing  year,  I  will  try  to  serve  you  to  the  best  of  my  ability, 
and  I  thank  you. 

Vice-President  Kalweit  : —  I  would  call  on  Mr.  W.  G. 
Nicholson  of  the  Executive  Committee. 

Mr.  Nicholson  : —  Gentlemen,  I  want  to  thank  you  for  the 
honor  conferred  upon  me.  I  assure  you  I  will  do  all  I  can  to 
advance  the  interests  of  the  Association. 

Vice-President  Kalweit: — I  will  call  on  Mr.  Walter 
Shroyer.     (No.  response.) 

Is  Mr.  H.  D.  Vickers  present?     (No  response.) 

Mr.  H.  A.  Gidney,  we  will  be  glad  to  have  you  say  a  few 
words. 

Mr.  Gidney  : —  All  that  I  can  say  is  that  the  honor  of  being 
elected  to  the  Executive  Committee  is  quite  a  surprise  to  me 
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for  this  is  my  first  visit  here.  I  am  much  pleased  to  be  identi- 
fied with  this  Association  and  I  pledge  you  my  most  earnest 
support. 

(Vice-President  Kalweit  at  this  point  vacated  the  Chair  and 
President-elect  Glover  succeeded  him.) 

President-elect  Glover  : —  Gentlemen,  I  do  not  believe 
there  is  any  further  business  before  the  Association  and  a 
motion  to  adjourn  is  in  order. 

It  was  regularly  moved  and  seconded  that  the  meeting  ad- 
journ, sine  die. 

(Motion  put  to  vote  and  carried.) 
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